











THE MAGAZINE OF 


WALL STREET 
and BUSINESS ANALYST 


Member of Audit Bureau of Circulations 


Volume 68, No. 7 July 12, 1941 


The Ticker Publishing Company is affiliated by common ownership with the Invest- 
ment Management Service and with no other organization. It publishes The 
Magazine of Wall Street and Business Analyst, issued bi-weekly; The Pocket Statis- 
tician, Adjustable Stock Ratings, issued monthly; and The Investment and Business 
Forecast, issued weekly. Neither the Ticker Publishing Company nor any affiliated 
service or publication has anything for sale but information and advice. No 
securities or funds are handled under any circumstances for any client or subscriber. 





CONTENTS 





With the Editors 
Trend of Events 
Security Price Outlook in New War Phase. By A. T. Miller 


How—By Whom and Where—Will Our $100 Billion National 
Income Be Spent? By Ward Gates 


The Most Crucial Bottleneck of 1941. By J. C. Clifford 
Happening in Washington. By E. K. T. 

Showdown in the Pacific: Soon—or Never? By V. L. Horoth 
Investing in Special Issues. By J. S. Williams 


Frozen Foreign Assets of United States Companies. 
By H. F. Travis 


New Impetus for Chemicals. 
For Profit and Income 


Another Look At—Great ‘Northern—International Tel. and 
Tel—Phelps Dodge Corp—Truax-Traer Company— 
United Electric Coal 


Answers to Inquiries 


THE BUSINESS ANALYST 





Copyright, 1941, by the Ticker Publishing Co., Inc., 90 Broad St., New York, N. ¥. 
C. G. Wyckoff, President and Treasurer. Laurence Stern, Vice-President and Managing 
Editor. Eugene J. Foley, Secretary. Victor E. Graham, Advertising Manager. The 
information herein is obtained from reliable sources and while not guaranteed we believe it 
to be accurate. Single copies on newsstands in S. 50 cents, Canada 55 cents, special 
numbers 75 cents. Place a standing order with your newsdealer and he will secure copies 
regularly. Entered as second-class matter January 30, 1915, at P. O. New York, Act of 
March 3, 1879. Published every other Saturday. 


SUBSCRIPTION PRICE—$7.50 a year in advance in the United States and its pes- 
sessions and Pan-America. Canada and Foreign $8.50. Please send International Money 
Order or United States Currency. 


TO CHANGE ADDRESS—Write us your name and old address in full, new address 
in full and get notice to us three weeks before you desire magazine sent to the new address. 


EUROPEAN REPRESENTATIVES — International News Co., Ltd., Breams Bldy., 
London, E. C. 4, England. 
Cable Address—Tickerpub. 


Your Gracious Host. 
Zrom Conor to Conor 


RIRKEBY 
HOTELS 





An Inn with a real atmosphere of 

tradition — coupled with the best of 

service and every modern comfort 
and offering 


IN THE WHITE 
Hl Hi MOUNTAINS OF 
NEW HAMPSHIRE 


Private lakes, tournament tennis courts, 
riding, swimming, boating, golf — Con- 
cert and dance music of the highest 
elass. No hay fever. Restricted clientele. 

Hotel Co., Crawford Notch, N.H. oF 


L. S. LAW, Ly eye 
500 FIFTH AVE., N.Y. CITY, Tel: PEnn.6-9557 


CRAWFORD HOUSE 


ome CRAWFORD NOTCH, NH. someon 























PACIFIC GAS AND ELECTRIC CO. 
DIVIDEND NOTICE 


Common Stock Dividend No. 102 


A cash dividend declared by the Board 
of Directors on June 18, 1941 for 
the quarter ending June 30, 1941, 
equal to 2% of its par value, will be 
paid upon the Common Capital Stock 
of this Company by check on July 15, 
1941, to shareholders of record at the 
close of business on June 30, 1941. 
The Transfer Books will not be closed. 


D. H. Foote, Secretary-T reasurer. 


San Francisco, California. 











THE MAGAZINE OF WALL STREET JULY 12, 1941 











NEW WAR MARKET PHASE 





creates opportunities for v4 \ 
capital appreciation | What Action to Take 


° ' 
6° that Forecast subscribers may take advantage of today’s special - Today s War Markets 
security situations . . . our analysts have selected 9 potential leaders ORECAST service is geared to 
to be bought on recessions: F today's swiftly changing war 
markets ... to help you safeguard 
your security capital and equity 


. . . to enhance its growth possi- 
Unusual Opportunities: 3 low-priced stocks selected for substantial bilities. 


percentage gains. Average price under 21. 





Trading Advices: 3 active stocks for market profit prospects .. . 
average price under 37. Companies at peak capacity. 


During periods of irregular weakness, to- 


Bargain Indicator: 3 sound, dividend-paying common stocks for day's markets provide rare opportunities 
capital appreciation possibilities. Average under 31. in special situations such as: 
As the next market recovery gets under way, these stocks can advance —Common stocks ee chiefly 
materially, reflecting new record peaks in Business Activity and armament beneficiaries 


where record-breaking order 


























National Income; stimulated also by the growing inflationary spiral. i backlogs and new business pros- 
pects will materiatly offset taxes, T. 

THE FORECAST Will Serve You peed oy aeons ee tr He ! 
% earnings and dividends. tion of 
. . . In Today’s Markets Ae 

—Common stocks .. . usually low- agains 

Our first step in serving you will be to help you gear your present hold- priced . . . selected companies tice; ty 
ings to today’s War Economy .. . to 1941 tax levies, inflationary trends a expanding earnings ae But 

. “Whe . se r urces 

and our Fifty Billion Dollar Defense Program . . . advising you what, ec cade bites only | 
in our opinion, you should hold . . . what to sell. You will then be There 
able to follow a strategic market course over the short term and the — stocks = — genera 
sal: , bs ages; also many others where irectis 

longer term... through specialized programs kept under our con i i RA AE direct 
ONS Supervision. into line with earnings and yield. i clever 
. : : statesn 

THE Forecast will advise you .. . by mail and by telegraph a9 el er ee eer aay ee In f 
only what to buy but when to buy and when to sell. Selection of special is paid before taxes. Many of beak 
situations and accurate timing are fully recognized as essential elements these issues, now apr BRI heads 
: ; ‘ tee anks ; 

to successful investment under today’s kaleidoscopic market conditions. sii poser a sha oa 

| 1toOve . 
Enroll with THe Forecast TODAY. You will be certain to receive ' ' ing, ir 
. " ‘wars These are issues of the type which we — 
our current and new recommendations as made . . . when the best ate constantly sndemnting to uncover powerf 
results are available. Your subscription will start at onee but date for our subscribers. They are advised and el 
from Labor Day, September 1. not on'y what to buy but when to buy can tk 
‘ and when to sell with all commitments and ur 
kept umder our continuous supervision, | 

apewere Rece 
---------—-] — FREE SERVICE TO SEPTEMBER 1, 1941 [-------- --- a ers un 
: of the 
THE INVESTMENT AND BUSINESS FORECAST " : alumin 
of The Magazine of Wall Street Free Air Mail Service trialist 


90 BROAD STREET Cable Address: Tickerpub NEW YORK, N. Y. 


I enclose [] $75 to cover a six months’ test subscription; [1] $125 to cover a full year’s subscrip- 
tion to The Investment and Business Forecast with service starting at once but dating from 
Labor Day, September 1, 1941. I understand that in addition to the telegrams I select, I will 
receive the complete service by mail, 


Send me collect telegrams on all recommendations checked below. (Wires will be sent you in 
our Private Code after our Code Book has had time to reach you.) 


oO UNUSUAL Low-priced Common Stocks for Market Appreciation. One or two 
wires a month, on average. Maximum of five stocks carried. $1,000 
OPPORTUNITIES capital sufficient to buy 10 shares of all recommendations. 


CL] Check here if you wish Air 
Mail and it will expedite deliv- 
ery of our Weekly and Special 
Bulletins. This service is pro- 
vided FREE in such cases in 
United States and Canada. 


TRA : Active Common Stocks for Short Term Profit. One or two wires . ” oe 
O DING a month, on average. Maximum of five stocks carried. $2,000 capi- We serve only in an advisory 
ADVICES tal sufficient to buy 10 shares. of all recommendations. capacity, handle no funds or se- 
AR Dividend-paying Common Stocks for Profit and Inceme. One or we . 
O B GAIN two wires a month, on average. Maximum of five stocks carried. curities and have no financial 
INDICATOR $2,000 capital sufficient to buy 10 chares of all recommendations. interest in any issue or broker- 


age house. Our sole objective is 


ere ee ay een ee eee nae ey er ee re = 
the growth of your capital and 
Pe? aes ise 5k Renew meee Sere A eee et NEO ICG aise eens SE income through counsel to min- 
imize losses and secure profits. 
RU poe sinic sock cines snp es weeks cease aalacacas noe seen SE ee ee eee 7-12 


Continuous Consultation. Submit Your Securities for Our Latest War Economy Analysis. 








338 THE MAGAZINE OF WALL STREET JULY 

















Politics. As Usual 


_ Nazi philosophy is the revolu- 
tion of wrong against right; the lie 
against truth; injustice against jus- 
tice; tyranny against freedom. 

But this foreign threat is not the 


only danger to our democracy. 
There is an internal threat: the de- 
generation of political morality; in- 
direction instead of forthrightness; 
clever scheming instead of candid 
statesmanship. 

In fighting the Nazi revolution we 
need more than airplanes, guns, 
tanks and ships. We need also to be 
armed with truth, candor, fair deal- 
ing, intellectual integrity. And if 
powerful Federal officials are tricky 
and clever, rather than candid, how 
can they command the confidence 
and united backing of the people? 

Recently New Deal business bait- 
ers under the leadership of Secretary 
of the Interior Ickes blamed the 
aluminum shortage on the indus- 
trialists who man OP M and on the 


Aluminum Company of America. 
The egregious Ickes went so far as to 
suggest that the “recalcitrance” of 
the Aluminum Company might re- 
sult in Germany winning the war! 

What are the facts? Here are 
some of them as reported by the 
House Military Affairs Committee 
after protracted investigation: 

(1) Large supplies of electric 
power are essential in the production 
of aluminum. Months ago Mr. Ickes 
himself refused to allot additional 
Federal hydro-electric power to the 
Aluminum Company, although it 
was the only producer able quickly 
to expand output. Mr. Ickes let a 
political monopoly question take 
precedence over the needs of defense. 

(2) Neither the Administration, 
nor the Army nor the Navy nor 
OPM foresaw a shortage in alu- 
minum. The threat of shortage did 
not arise until after the aircraft pro- 
gram had been repeatedly revised 


upward. There was no advance of- 
ficial recommendation for the accu- 
mulation of a stockpile of aluminum. 

(3) The Aluminum Company on 
its own initiative launched a $200,- 
000,000 program to expand capacity 
and began it late in 1938. To quote 
the House Committee: “All the testi- 
mony given before this Committee 
was to the effect that Aluminum 
Company had given 100 per cent co- 
operation, had not only used its own 
money for expansion, lowered the 
price, but of its own initiative took 
steps to treble its production.” 

In principle it makes no difference 
whether the victim of deceitful 
smearing by Mr. Ickes and other po- 
litical zealots is the Aluminum Com- 
pany or the corner grocer or the low- 
liest citizen. The issue is truth versus 
untruth; justice versus injustice. If 
we can’t keep on the right side of that 
issue at home we won’t get very far 
trying to enforce it beyond the seas. 





x * * 
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x * * 


Keeping Ahead on the Industrial Front 


(A New and Continuing Feature) 
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Can You Make Money in War Industries? 
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The Trend of Events 


AIMED AT AMERICA ... All the evidence suggests 
that Hitler could have obtained almost any degree of co- 
operation from Stalin that he might wish—without war. 
He probably could have forced the Russian dictator into 
formal alliance with the Axis. But there was no ulti- 
matum. Despite its certain high cost, the Nazi policy 
makers wanted war against Russia at this particular 
time and did not want a Bolshevik capitulation. 

What was the chief reason behind this apparently 
paradoxical move? We think that by now it is quite ob- 
vious. A “crusading” war against Communism, the 
Nazis reasoned, would bolster the position of America’s 
isolationists, further confuse and dis-unite American 
public opinion, retard the drift toward more active Amer- 
ican intervention. 

From the German point of view, American action— 
rather than anything Britain or Russia might do—is now 
the crucial question of the war. What would best suit 
the Nazis would be complete American neutrality: per- 
mitting them to defeat Britain in due time—and isolate 
the United States in an Axis-dominated world. The 
next best thing for them—and they now rejoice in it— 
is disunity of American opinion, debate, temporizing, 
muddling, slow and ineffective aid to Britain. 

We all hope that the Russians have stamina enough to 





keep the German army intensively occupied for many 
months to come. That would eventually make it pos- 
sible for America’s comfortable, “partly all-out” defense 
effort to gather enough momentum to tip the balance of 
world power. But no amount of wishful thinking will 
bring about this happy result. The fact is that German 
successes in the new campaign to date have been large 
and rapid. Some responsible military experts—notably 
Hanson Baldwin in the New York Times—already con- 
clude that a major Russian debacle is indicated. 

While we hesitate and temporize, the Germans may 
win their phoney anti-Communist crusade quickly 
enough to concentrate their entire effort against the 
British Empire by late summer or early autumn. Its suc- 
cess would put Britain—and the United States—in dire 
peril. Our failure to see this—and to safeguard against 
it as best we can—would be a most risky gamble with 
destiny. 


IDIOT IDEOLOGY ... To minds such as those of Sena- 
tor Wheeler, Lindbergh and other supporters of the 
“America First” committee every new turn of the war 
is added reason for America to retire deep into “splendid 
If the British have some minor military 


If the 


isolation.” 
success, that means they don’t need our aid. 
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Germans launch a new drive, that means Britain is 
doomed to defeat anyway, so why waste American aid 
on her? 

The Nazi attack on Russia 1s new grist for the propa- 
ganda mills of the isolationists. Do we want to be allies 
of the dirty Bolsheviks? Shall we help them beat the 
Germans and thus set up the threat of world domination 


by the Communists? This is idiot ideology. Hitler, not 


Stalin, is the threat to the western democratic world. If 
Stalin is now on our side in the sense that Russia is at 
war with Germany, he is in that position neither by his 
choice nor ours. Hitler put him in it. 

If you find yourself threatened by a powerful thug 
and, while you are wondering what to do about it, he 
suddenly attacks a third person, do you look down your 
nose at that person’s shabby clothes, question his politics 
and honesty, demand references? Not if you are quite 
sane. Your only interest would be how much power this 
accidental ally could pack into a punch. And you would 
hope it was plenty. 


A GOOD START... Few people ever have captivated 
Wall Street so completely and in so short a time as 
straightforward capable Emil Schram, new president of 
the New York Stock Exchange, and former chairman of 
the RFC. One of the most elementary psychological ap- 
proaches to obtaining the fullest cooperation is simply 
to be liked. Any possible doubt of Mr. Schram’s obtain- 
ing the fullest of such support was thoroughly dispelled 
at the welcoming dinner by 1600 leading Wall Street 
business men in his honor. The presentation of Mr. 
Schram’s talk, reflecting a quiet confidence, a de-bunking 
sincerity and an intellectual vigor, was enough by itself 
to convince the members of the New York Stock Ex- 
change and the financial community that in Mr. Schram 
they have a good pilot. 

This is not to say that Mr. Schram is loudly promising 
financial Paradise. He is, he claims, “no Aladdin with a 
magic lamp,” nor does he have a cure-all to solve the 
broker’s problems. But, it is encouraging to hear a for- 
mer Federal Administration man of high command state 
vigorously, “Free markets are a proper and necessary 
adjunct to that democratic system to the preservation 
of which this country has now consecrated itself... . I 
declare the Stock Exchange, therefore, is an institution 
whose continued vitality is of national concern.” 

So do thousands of America’s stockholders. And so 
we say for them and for ourselves, “Congratulations, 
Wall Street,” and “Good luck, Mr. Schram!” 


ACTION NEEDED ... Whatever the divisions of public 
opinion on foreign policy, in one respect it is virtually 
unanimous. That is that almost nobody is satisfied with 
the progress of our armament program. 

This publication has held from the start that no Presi- 
dent could effectively carry the enormous load of his job 
and on top of it assume also the personal direction of 
the defense effort. That simple fact becomes ever more 
obvious to almost everyone except Mr. Roosevelt and 
a small coterie of his New Deal advisers. Board after 
board is set up. When one fails, another is created. 


Always the missing link is effective coordination. 

Every remedy is tried except the simplest one—the 
one that got results the last time a similar problem con- 
fronted us. What is urgently needed now, as for months 
past, is delegation by the President of adequate author- 
ity and responsibility to a single able administrator of 
the arms program—to some present-day counterpart of 
the Baruch of 1917-1918. 

The House Military Affairs Committee has made a 
report which cites numerous failures and mistakes in 
the defense effort. Many of these are water over the 
dam. But the most important mistake it points out is 
the theme of this editorial—the refusal thus far of the 
President to set up a co-ordinated defense board “under 
a single responsible head.” This is not water over the 
dam but a continuing mistake about which something 
can be done. Mr. President, you are the one to do it. 





GOOD NEWS? ... Great Britain has arranged to im- 
port 20,000 bales of American cotton monthly and the 
plan calls for total acquisition of 600,000 bales. This is 
hopeful news—not because a tiny part of our cotton 
surplus will find an export outlet but because it reflects 
an improvement in the Atlantic shipping situation. 
Heretofore the British have preferred to use ships for 
more urgently needed goods. 

It does not mean, however, that the problem of ship 
singings has been solved. At best, the evidence is that 
ship losses have tended to flatten out at a level which still 
exceeds combined British-American construction. The 
recent pooling of American bottoms is no doubt a big 
part of the story of relaxed pressure on British shipping. 

As for the cotton, one is tempted to jeer, rather than 
cheer. This is a “lend-lease” deal. In all probability we 
are giving to Britain 600,000 bales of cotton out of the 
more than 7,000,000 bales that our Government has ac- 
cumulated in recent years through its various price-rais- 
ing techniques. We could temporarily solve the surplus 
problem by giving away to foreign nations all stocks in 
Government hands or by dumping the stuff in the ocean. 

But in due time, under existing policise, another simi- 
lar surplus would be created. We have virtually priced 
ourselves out of such shrunken world markets as still 
exists. Our domestic price is about twice that of Bra- 
zilian cotton; our annual export of cotton has for the 
first time actually fallen below the Brazilian eYport; and 
Canada, despite the factors of distance and ship short- 
ages, is buying more cotton from Brazil than from us. 

If the cotton industry is to go on a domestic basis, 
production will have to be further cut to an annual ay- 
erage of not more than 9,500,000 bales; and the readjust- 
ment of the South’s economy will have to go much 
further. Meanwhile we are raising about as much cotton 
on 24,000,000 acres as on 40,000,000 acres ten vears ago. 
THE MARKET PROSPECT... Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 344. The coun- 
sel embodied in the feature should be considered in 
connection with all investment suggestions, elsewhere in 


this issue. Monday, July 7, 1941. 
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Security Price Outlook 
In New War Phase 


The technical evidence is favorable, as is seasonal market trend precedent. There 


has been further improvement in investment and speculative confidence. 


We 


believe the odds favor substantial intermediate advance over the near term. 


BY A. T. MILLER 


Summary of the Fortnight: After one-day spurt on 
outbreak of German-Russian war, the stock market 
adopted a wait-and-see course, as predicted. But recent 
action has been good in the face of Russian retreats. 
With the broader averages only a trifle higher, last week 
new rally highs were made by our averages of 15 high 
grade investment stocks, 10 medium grade preferreds, 10 
speculative preferreds and 10 armament stocks. 


A. we see it, recent performance of the stock market 
has been more encouraging than would be indicated by 
the statistical changes taken alone. With the much 
watched Dow-Jones industrial average hovering just 
under the difficult 124-125 resistance level and with the 
limited Russo-German war news quite clearly giving the 
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Germans the best of it thus far, there would seem to have 
been plausible excuse for some increase in liquidating 
pressure and some decline in total buying demand. 

On the contrary, however, our short term and interme- 
diate technical measures of pressure and support have 
recently shown very considerable improvement. Check- 
ing with this, a moderately more confident investment 
demand is being shown by such selective indicators as 
our averages of high grade equities and medium grade 
preferred stocks, as well as by continuing firmness in 
high grade bonds. 

At the same time a more confident, although selective, 
speculative demand is reflected in rise of our average of 
10 speculative preferred stocks to a new high for the 
entire war period since August, 1939; recovery in our 
average of 10 armament stocks above the rally high of 
early April to the best level since mid-January; and new 
highs for the year in a fairly large number of individual 
stocks. 

Although the rank and file of the market, measured 
by our weekly index of 290 issues, is still closer to the 
year’s low than the year’s high—4.5 points above the 
low and 6.1 points under the 1941 high, the figures being 
as of last Saturday—last week 57 individual issues made 
new highs for the year, against 29 issues making new 
lows. 

On the whole then, the evidence indicates more 
strength than weakness. And the action, plus the psy- 
chology that it reflects, suggests to us a probability that 
recent upside resistance levels in the industrial and rail 
averages will be successfuly penetrated in the relatively 
near future—barring war news more decisively bad than 
we have seen in the initial phases of the Nazi campaign 
against Russia. 

The more reliable military experts are warning against 
wishful thinking and over-optimism on the Russian war 
prospect. They observe that the main German drive has 
progressed just as fast as did similar drives through the 
Low Countries, France and the supposedly: difficult ter- 
rain of the Balkans. While conceding that the over-all 
result is still indecisive, in that the Germans have not yet 
broken the resistance of the bulk of the Red Army, they 
say the real test is just beginning along the fortified areas 
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from having much easier 
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ton observers that the 

United States at pres- 

ent is farther away from full intervention in the war 
than it was a few weeks ago; that trial balloons let loose 
by pro-war members of the Cabinet have met with a 
public response disappointing to the interventionists; 
that the President at present is trending to a more, 
rather than less, cautious war policy. 

Now, of course, what we think of this as individual 
citizens or from the standpoint of our editorial judgment 
as to what is the best long-run policy for the country is 
one thing; and its application to the stock market out- 
look is another thing. 

Whether wise or unwise national policy, full American 
belligerency—although it was probably discounted by 
the market at the time of the April-May lows—could not 
possibly be construed as a bull argument of itself. It 
would hasten and broaden the economic and financial 
disruptions incident to the transition to a full war econ- 
omy; ease the presently rough political road to effective 
price control; bring stiffer and more frequent tax in- 
creases. 

Conversely, as far as it goes, the present receding 
threat of American military participation in the war is, 
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from a practical market standpoint at least to some ex- 
tent bullish and in no sense bearish. Both in the World 
War and in the initial weeks of the present war, the 
market advanced most when it thought it had reason to 
bank on a neutral war boom—in which Europe would 
suffer the losses of war and we would get the profits. 
Of course, we are not going to have a neutral war 


boom. We are not neutral, but, for the present, non- 
belligerent. Moreover, our domestic policies and the 


controls accompanying our defense effort provide a 
considerably less bullish longer trend setting than was 
provided by the Allied war-orders boom of 1915-1916. 
Nevertheless, it is, at least for the time being, a setting 
definitely less bearish than the potentiality of armed in- 
tervention which seemed so imminent to the market a 
short time ago. 

And if we are so lucky that the present policy of ma- 
terial aid to Britain results either in preventing loss of 
the war by Britain or in the ultimate negotiation of an 
acceptable peace with a changed German regime, the 
long run consequences would no doubt appear less fright- 
ening to investment eyes than the specter of unhmited 
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war for America. This, we emphasize, is not remotely 
a prediction but merely an observation which we think 
has some bearing on the current stock market psy- 
chology. 

The question of price control has been—and still is to 
some extent—a restraining factor. It has been neces- 
sary to keep a wary eye on Price Administrator Hender- 
son’s crack-downs, on the threat of more to come, and 
on Administration moves in the direction of price-ceiling 
legislation. The New Deal war against price rises may 
ultimately be won—at a probably higher average level in 
any event—but the current battle fought by General 
Henderson is being lost. 

He does not have direct statutory authority to fix 
prices. And in this case, which has some touchy political 
aspects, the President has shown no taste for stretching 
the implied emergency powers of the White House to cir- 
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cumvent legalistic obstacles. It was inevitable that uni- x 10 MEDIUM GRADE PFODS. 
lateral price-fixing of a few products, with cooperation of 4 
the large producers, would break down. Zz 

Manufacturers were being squeezed by higher cost raw ~ 60 f 
materials and higher wages, with the Administration an aa 
making little or no effort at control of operating costs, 10 SPEC. PFDS. 
as distinct from control of prices. Moreover, while va- 
rious large producers were cooperating with OPACS, for—\ 
smaller manufacturers and supplying firms were going on ~ ar NA i 
merrily raising their prices. Wy 

Theoretically, the Administration has some powerful 10 ARMAMENT STOCKS 


weapons. In the case of non-cooperating companies it 
could commandeer plants, shut off supplies, common 20 
carrier transport and power. Actually, it is not prac- 

ticable to use them. The result is a near-futility in pres- MOODY'S YIELDS 
ent price-control policy. At a recent press conference 
Mr. Henderson tacitly admitted as much, pointing out 
that the broad wholesale price index was in fact rising 
and summarizing the economic reasons why it will cer- 2 ya me 
tainly rise further. As a matter of fact, the advance in —_ 
recent weeks has been one of the strongest on record. 

However short-sighted, there is powerful opposition in GOVERNMENT BONDS 
Congress to granting the Administration effective price- 
control powers. The farm bloc opposes placing any ob- 
stacle in the path of higher farm prices. Labor opposes 
any direct or indirect freezing of wage scales. On the 
other hand, one-sided freezing of prices and rents—with 
labor and farm prices immune—would be far from a 
sure barrier to inflation and would be vulnerable to em- 
barrassing minority criticism. 

In any event, it is apparent that the road of any price- 
control legislation in Congress will be rough and that, 
when and if a bill is presented, the debate will be pro- 
tracted. Meanwhile—now that the honeymoon of vol- 
untary control has been ended by the action of a few 
manufacturers in standing up both for their legal rights 
and fair treatment—we can see little or nothing to pre- 
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cost of living. Deplorable as that may prove to be in 

terms of longer range economic maladjustments, the 

strengthened case for price inflation is an argument for, 

rather than against, ownership of sound, dividend-paying 7 

equities at current relatively generous yields. 1939 1940 1941 
But with the dominant market influences subject to po- 

tentiality of rapid change in this war-torn world, we think 

; Ge : THE WAR } 

it would be both futile and unwise to attempt to pro- PERIOD 

ject our market thinking more (Please turn to page 383 
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and Where — Will Our $100 Billion 
National Income Be Spent? 


* ene a decade ago, there was 
beginning to congeal in the minds of 
Nationa] Administration aspirants a 
“New Deal,” which had as its base 
the great upbuilding of public income, particularly 
among the lowermost (submerged—remember?) one- 
third of the population. For years the new Administra- 
tion strove to further its basic economic concept of redis- 
tributing the national income—through outright grants 
of “relief” money to the underwater groups, through 
heavy spending to build up the incomes of these groups, 
through benefit payments to the almost perpetually low- 
income farmers, through encouraging labor to take 
strong means for obtaining larger wages and through 
steadily increasing taxes on higher income groups and 
corporations. 

Only sporadically were our economic planners success- 
ful, so that when the defense program began to germi- 
nate a year ago they saw in it the sure-fire basis for 
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BY WARD GATES 


achievement of their aims. And, true 
enough, their aims are being achieved. 
Labor is riding high, wide and hand- 
some; the average wage per hour now 
is more than 25% above that of the “great” year 1929. 
The farmer is continuing to get his benefit payments, 
while national price controllers up till recently have 
actively encouraged farm commodity price advances, 
which have been exceptionally sharp during recent 
months. To round out the picture, prices in industrial 
products have been held rigid, with a resultant squeeze 
on profit margins and a reduction of the proportion of 
national income that goes to capital. 

In any event, the no-longer-submerged, but still- 
heavily-favored, one-third (witness latest drafts of the 
tax bill, which treads lightly on low incomes) of our 
population are in a spending spot such as they never 
have been before. Wage and salary payments now 
comprise close to 70% of the total national income, the 
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highest percentage on record. National income itself 
this year may run close to $85,000,000,000, compared 
with about $76,000,000,000 last year; it will thus be well 
along the path toward the $100,000,000,000 national 
income which Government economists visualize as likely 
within the next few years. For proper perspective, prices 
and cost of living must be taken into consideration. 
Thus, taking the year 1929 as a base period and dividing 
the annual income totals by the cost-of-living index on 
that base, national income in 1940 amounted to $87,900,- 
000,000, compared with $83,400,000,000 in 1929. 

As a matter of fact, applying the purchasing-power 
test to the biggest beneficiaries of our current eeonomy— 
the factory worker—his present real buying power is 
13% higher than the 1937 peak, 18% higher than the 
1929 top and 30% above the 1920 peak. And, signifi- 
cantly, the average pay of factory workers is only 3% 
to 4% below the peak month of the World War period 
of exceptionally high prices. Other income classes in 
the main will not fare nearly so well relatively as the 
heavy-industry factory worker. 





unlikely to have the desired results at least on the basis 
of the present law. And so, too, are defense bonds, sav- 
ings stamps, etc., likely to do altogether too little spong- 
ing up (too little from the standpoint that the pressure 
of higher income in an economy of fewer consumption 
goods resulting from accelerating armament must en- 
gender some inflationary trends) of the national income. 
It becomes increasingly obvious that somewhere along 
the line the irresistible force of higher national income 
must make itself strongly felt. 

Just as the various income classes find themselves 
diversely affected, so, also, will a shift take place in the 
outlets available for consumer spending and in the 
numerous consumers’ good industries. Both consumers’ 
goods and combat equipment have been expanding 
rapidly, but evidently, with the right of way favoring 
armament, output of both classes of goods cannot con- 
tinue to expand. The practical test is not whether in 
any instance machines, materials and skilled labor are 
serving non-essential civilian needs, but whether they 





In the medium and high income 
brackets, there will, of course, be 
higher salaries in the aggregate, 
but nowhere near so large, per- 
centagewise, as in the laboring 
man’s, semi-skilled worker’s and 
skilled worker’s categories. 
Aside from the natural course 
of economic events, which are 
causing considerable shifting in 
the status of consumers in the 
low, medium and high income 
brackets, taxes will play an in- 
creasingly important role. In 
numerous instances they will 
take all incres.es of income 
which the apper groups obtain 
and quite a bit more. Medium 
and high income brackets, ac- 
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cordingly, will for the most part 


actually have less to spend. Ten- 
tative schedules of potential 
taxation show, for example, that 


This map shows the favored areas of the nation on the basis of the fastest current 
advances in purchasing power. The geographical regions benefitting from heavy defense 
expenditures, particularly on shipbuilding, aircraft and other combat equipment, are the 
mest strongly situated, although some of the agricultural areas also are coming up rapidly. 





a single man with a $5,000 an- 

nual income must pay $473.00 taxes under the proposed 
law, compared with $171.60 under the current law. If 
he has a $25,000 income he would pay $7,073 in taxes 
under the new law, vs. $4,252.60 on the old basis. A 
married man with two children and a $5,000 annual 
income would pay $202.40 under the new law, compared 
with $74.80 under the old law. If he has a $25,000 
income yearly he would pay $6,127, vs. $3,570.60 under 
the present law. For perspective on how the low incomes 
are favored, the married man with two children and a 
$3,000 income would pay a tax of only $11 under the 
new law. 

The bulk of the increased purchasing power thus will 
go to wage and salary workers who are not subject to 
Federal income taxes and whose enlarged buying 
capacity can be reduced in only relatively modest degree 
by the presently proposed schedules of higher excise taxes 
on non-essentials. The anti-inflation, sopping-up effects 
of taxes expected by some New Deal economists are 
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are capable of serving essential defense needs. If they 
are, in effect, they will be drafted for defense and to 
that extent civilian demands will have to go unanswered. 
And the enforced shrinkage in demands may be very 
sharp in some business sectors. 

This publication has discussed with conscientious 
regularity the effect of national arming on the consumers’ 
goods industries. In just the last issue, in fact, we 
pointed out that our snowballing defense program would 
restrain earnings advances of such light industries (be- 
cause of priorities, taxes, or other indirect effects) as 
autos, foods, utilities, tobaccos, restaurants, drugs, 
groceries, department stores, variety stores, mail order, 
apparel, textiles, shoes, soap, vegetable oil, cosmetics, 
gold mining, finance, general household products, non- 
military residential construction, photographic equip- 
ment, alcoholic beverages and metal containers. 

In instances where these various industries can get 
the goods to sell, however, there assuredly will be many 
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buyers, with considerable expansion in business thus 
fundamentally possible. Consumer buying power avail- 
able for goods which in any way compete with the de- 
fense program ultimately will be cut down in a number 
of ways—even if we must resort to the British “enforced 
savings’ principle. Britain’s procedure consists of plac- 
ing portions of the individual’s income ona mandatory 
reserve basis in an account established in the Post Office 
Savings Bank and payable after the war ends. This 
has the double-barreled effect of holding down buying 
pressure now and providing anti-depression purchasing 
power after the war. It may come here, too, unless 
the Government feels that it can control price inflation 
by other means, which apparently it does thus far, at 
least. 

Analyzing where the much larger public income de- 
veloping this year will go, it is likely that—among essen- 
tials—food and clothing will benefit, with a substantial 
pickup in demand likely for cheap clothing and shoes. 
The used car industry will experience the biggest boom 
in its history—a natural economic development from 
the fact of much higher purchasing power and fewer 
new cars to sel]. Along these lines, it is significant that 
studies of the National Resources Committee reveal that 
44.57% of the total amount spent for automobiles in cer- 
tain vears came from families with incomes of less than 
$2,000 a year. These studies show, too, that 44.1% of 
the total amount spent for education accrued from those 
groups with incomes of $3,000 a year, or more. Needless 
to say, higher education will suffer, as these upper classes 
fee] the income pinch due to heavy taxes and higher 
living costs. 

In such industries as liquor, more money will trickle 
to the lower priced goods, traditionally the drink of the 
factory worker; beer will feel the beneficial effects of 
the jump in spending by the masses. There will be a 
spurt, too, In movie-going, in buying of sports equip- 
ment, in traveling (where gas can be bought), in fact, 
in all and sundry basic consumers’ lines which have 
goods and services to sell to the low-income groups. 


While cutting down on fur coats, perfumes, luxury foods, 
high-priced liquors, jewelry, vacation travel, purchase 
of expensive flowers or other luxury products would in 
no way facilitate more or faster production of guns and 
warships, and airplanes and tanks, it is not going to be 
easy, for reasons previously mentioned, for the people 
who normally are the heavy spenders in this group, to 
increase their spending greatly. Therefore, the luxury 
lines cannot be expected to fare relatively so well as the 
“staff” lines. 

Among consumers’ industries, one of the most strateg- 
ically situated are department stores, from the stand- 
point that merchandise lines are so broad that even if 
many of their lines are affected by priorities and thus 
cut down, there will still be numerous others in the line 
of impact of consumer spending. Thus, while there 
may be fewer toasters, electric ironers, vacuum cleaners, 
oil burners, sewing machines, electric ranges, refrig- 
erators, washing machines, bicycles, ete., to sell be- 
‘ause of priorities forcing curtailment of production, 
there still will be apparel in its numerous forms, house- 
hold furnishings, books, toys, low-priced jewelry and 
the thousand and one knicknacks which characterize the 
average department store, or, for that matter, the variety 
store or mail order house. This goes in some measure, 
too, for the modern, comprehensive-lined drug store. 

While the preceding paragraph includes several indus- 
tries which we consider may be among the comparative 
laggards from the earnings standpoint, we wish to stress 
that this is purely a matter of relativity. Thus, depart- 
ment stores, variety stores, mail order stores, sports 
equipment companies and similar lines may have an 
excellent year, but this will not be impressive, compared 
to the showing likely by the armament beneficiaries, 
such as the aircraft manufacturing, shipbuilding, heavy 
building materials, contractors (including dredging, mili- 
tary bases, military plant construction, etc.), industrial 
machine tools, munitions, Diesel engines, paper, plastics, 
coal, railroads, railroad equipment, synthetic rubber, 
metal fabricating, non-ferrous metals, steel, trucks, 
and trailers. 

Investment in these, as well as in any in- 





Variety Chain Sales Breakdown 


(Percentages to Total) 


1935 1936 1937 
Apperel and Accessory Dry Goods, 


PIE. pocseuscsuerieees aes 38.75 39.71 39.19 38.89 39.06 


Electrical Supplies, Hardwore, Crockery 


ee IO 5 cobs vesrasooes se 15.09 14.71 14.22 13.82 13.69 store. 
Toys, Games, Books ond Stotionery... 11.86 11.92 12.17 12.35 12.47 


Drugs, Toilet Goods and General Cos- 


BEE 685555 00.959 50 os bSs6s055000 OH “ORT Ses 
NS oo cau p boss ec eapxe . 8.15 7.86 8.44 
Confectionery and Nuts ............. 7.95 7.66 7.51 
Sode Fountains, Luncheonettes, Restau- 

I oo Fo eos cies eip gece vesee 6.49 6.72 6.97 
PLT aT eee y Taare 2.03 1.85 1.87 


Source: Harvard Bureau of Business Research 


dustry, requires a high degree of selectivity 
in present complex makets. For example, 
recognizing the appreciation possibilities of 
some department store stocks, we recently 


1938 ©1939) included in a representative list of stocks 


purchasable when market action justifies (as 
indicated in each issue by A. 'T. Miller), the 
stock of Marshall Field, Chicago department 
In any event, it must constantly be 
borne in mind that some groups are ever 
getting out of line, becoming oversold or over- 


9.79 9.77. bought, so that there arises at times the strik 

8.68 8.74 ing situation of a stock in a poorly situated 

a 989 industry doing bet ter than the stock of a par- 
ticularly favored industry. As a general prin- 

sia dnl ciple, however, sticking to the strategically 
situated lines is likely to be more productive 

1.96 2.00 of long-run profit than otherwise. 

i. ho Before concluding, we believe it will be 


interesting to point out to the reader the 
geographical areas in which there will be the 
greatest increase in (Please turn to page 384) 
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Most Crucial Bottleneck 


of ISAT 


Transportation Shortages Are Growing and 


Will Cause a Crisis This Fall. 


Can the 


Railroads Escape Government Operation? 


BY J. C. CLIFFORD 


Wr shipping curtailment causing a heavy increase 
of transcontinental and coastal railroad traffic, and the 
full impact of the armament program’s production phase 
only beginning to materialize, the railroads face the 
tightest operating test since World War days. So severe 
did the bottleneck become in those days that the rail- 
roads were temporarily nationalized by the Government. 
Can they avoid Government operation in the new trans- 
portation emergency? 
question in railroad circles; in fact, some railroad execu 
tives believe that if the Government ever again takes 
over the railroads, it may never give up control, 
Answering this big question must directly involve an 
analysis of prospective traffic and available equipment 
to move it. Whereas recent weekly carloadimgs have 
been running around 900,000 cars, the railroads are 
anticipating a weekly peak of not far from 1,000,000 cars 
some time this fall. The carriers’ own estimate are that 


This is a serious and burning 
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by October 1—around the time the high loadings are 
expected to be attained—they will have about 1,678,458 
freight cars, including 1,586,143 which will be in work- 
ing order. Authoritative estimates are that the 
roads would require about 1,651,000 good-order cars to 
handle this traffic. In other words, it appears that the 
railroads may be approximately 65,000 units short of 
cars this fall. 

The number of cars the railroads have is important, 
naturally, but even more important is the consideration 


rail- 


of the use to which they are put. There were, as a mat- 
ter of fact, enough cars in this country in 1917 and 1918 
to handle the traffic. prevailing at that time. This vear’s 
experience of handling one-fourth more ton-miles with 
In the World War 
period, the real complications arose from loading too 
many freight cars that could not be unloaded promptly 
at destination. The 


fewer cars warrants this assertion. 


loaded cars, accordingly, became 
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warehouses on wheels rather than freight carriers, caus- 
ing a hodge-podge of difficulties in numerous traffic 
centers. 

Many other comparisons with the World War period 
are startling. Thus, in 1916 there were approximately 
2,253,000 freight cars in service—subsequently advanced 
to 2,326,000 units in 1918. Now there are about 1,650,- 
000 various-order cars. The decline since 1916 in actual 
freight car capacity, however, has not been so severe as 
this. While freight car capacity totaled 92,280,000 tons 
in 1916 and 96,767,000 tons in 1918, it now is about 
82,500,000 tons. Similarly, other tremendous advances 


supplemental equipment, but can they get it? If they 
don’t, it will not be on the basis that the Government 
isn’t helping. For, last month, Leon Henderson moved 
decisively to meet the impending shortage in railroad 
equipment with a Civilian Allocation Program covering 
material and equipment necessary for construction or 
repair of railroad, mine and industrial freight cars. 
Placing the railroad equipment industry proper in vir- 
tually an armament classification, the order provides 
that all deliveries of such equipment shall be given pref- 
erence over all material and equipment going into any 
other civilian use, subject only to a prior preference on 


Railway Dollar Changes Since Last War 


(Proportions Taken by Various Expenditures) 


Net Railway 
Oper. Income 
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in the utilization of equipment are well worthy of note. 
Along these lines, it is significant that average freight 
car capacity has shown a rise since the World War period 
from 41.0 tons in 1916 and 41.6 tons in 1918 to approxi- 
mately 50.5 tons at the present time. 


Railroad Efficiency Rises 


Average number of freight cars per train, too, has 
risen substantially—from about 35 in the days of the 


ig conflict to almost 50 cars currently. This reflects 
the greatly improved tractive power of locomotives, 


which have permitted a gain from around 11 miles per 
hour during World War days to the present average 
freight-train speed of approximately 17 miles per hour. 
A nie 
motive tractive power bas been advanced from 33,188 
pounds in 1916 and 34,995 pounds in 1918 to nearly 


52.000 pounds 


vement indeed it is, then, that the average loco- 


at the present time. 

Within the last two decades, progress has been par- 
ticularly sharp. The average freight train load since 
run up to 549 tons, from 676 tons. 


| 4 1 “ C ’ 
ton miles per train hour to 33,263 tons from 


1921. for example. has 
the gross 
16,165 tons, the fue] per 1,000 gross ton miles (in pounds 
of coal equivalent) decreased economically to 112, from 
163, and the fuel per passenger car mile to 15.0 pounds 
17.9 


been brought about in a number of ways, 


Coajs-egulVvaient from 


These various accomplish 
ments have 
ucluding raising the weight of the rails, the quality of 
ballast, the design of rolling stock and signaling eguip 


ment, and by reducing curves and grades 


The impressive record of growing efficiency serves to 
Lo some extent at least—the fears of the railroad 
stockholder over possible Government commandeering 
There the fact of a 
ardless of efficiency. The railroads 


have placed the orders for the needed rolling stock and 


of the carriers remains. however 
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deliveries for all such material and equipment as may 
be required under contracts with the Government. The 
all-important effect will be to assure freight car builders 
of first call on steel and other required materials and 
equipment after military needs have been cared for. This 
development also helps the railroad stockholder to 
breathe easier. Need for additional rolling stock thus 
had been coming at a time when the armament program 
is placing demands on the steel industry. There was 
justified worry over obtaining necessary steel, for even 
though the steel industry is operating at capacity, there 
is not enough steel being produced—according to defense 
officials—to satisfy both military and all civilian needs. 
Completion this year of all the freight cars on order 
June 1 would require about 1,500,000 tons of steel. 

It must be realized in considering the question of 
potential Government ownership that the armament 
program is not merely a matter of creating a possible 
bottleneck in transportation this fall. Little more than 
$7,000,000,000 of the $40,000,000,000 program actually 
has been spent, with appropriations likely to jump still 
further. As a matter of fact, Government spokesmen 
repeated|y declare that we must increase our defense 
spending, and if we are to approach the armament out- 
put of Greater Germany, we must spend $30,000,000,000 
to $40,000,000,000 annually 
program. Obviously, if the small start we have made 
thus far is creating a strain already on our transporta 
tion system, there is much more of a strain to come. 

The railroads, of course, are looking ahead, having 
already embarked on a plan of adding 120,000 cars to 
the supply for the traffic of 1942, which may be possible, 
with the help of the priorities. By this fall, the railroads 
will have added 195,000 new and rebuilt cars to their 
In addition, they 
have put their cars in repair until today there are fewer 
bad-order freight cars than ever before, Then, also, effi 
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Efficiency of Railroad Equipment Greatly Increased 


Freight Cars Total Freight Avg. Freight Avg.Number Avg. Speed Number of Avg. Locomotive 
In Service Car Capacity Car Capacity of Freight (Miles Per Locomotives Tracti.e Power 
Dec. 31 (Thous. Tons) (Tons) Cars Per Train Hour) in Service (Dec. 31) (Pounds) 
*1940 1,640,000 82,275 50.2 49 17.0 41,455 51,450 
*1939 1,638,000 81,641 49.8 48 16.7 42,346 50,900 
1938. 1,700,000 84,032 49.4 47 16.6 43,810 49,803 
1937 1,744,000 85,808 49.2 48 16.1 44,683 49,412 
1936. 1,758,000 85,721 48.8 47 15.8 45,146 48,972 
1932. 2,145,000 100,901 47.0 48 15.5 53,316 46,299 
1929 2,277,000 105,411 46.3 48 13.2 57.571 44,801 
1926 2,349,000 105,953 45.1 45 11.9 62,776 41,886 
1921. 2,316,000 98,504 42.5 38 11.5 64,949 36,935 
1918 2,326,000 96,767 41.6 63,531 34,995 
1916 2,253,000 92,280 41.0 61,332 33,188 
Source: Interstate Commerce Commission and Assoc. of American Railroads. *12 months to June 30. 





ciency—as much as it has advanced—can and will be 
still further increased. A great deal has been done along 
lines of pooling equipment and solving the problem of 
hauling back empty cars after making certain shipments. 

To demonstrate how the railroads are operating nowa- 
days, a large part of the 1940 wheat crop is still in storage 
in the wheat belt, and some of it has just begun to move, 
taking cars East at the time the carricrs are moving cars 
West for handling the new crop. In spite of this unusual 
situation, however, the railroads have built up a reserve 
supply of about 25,000 grain cars in the Southwest for 
the movement of the new crop. This is regarded as ample 
to carry all the new winter wheat for which storage space 
is available. 

Turn-around time may be increased, too, which like- 
wise would serve to cut down the number of cars which 
might be needed. This is the time needed for a freight 
car to be given to a shipper, loaded, taken to destination, 
unloaded and re-prepared for service. The current car 
turn-around time is 12.4 days, and at this rate, the rail- 
roads can handle 56,452 carloads of freight weekly, with 
100,000 good-order cars. For the projected autumn peak 
this year of nearly 1,000,000 cars, then, the railroads 
would need, as previously indicated, about 1,651,000 cars 
—a total which is just not in the cards. But, if turn- 
around time can be cut to 12 days, for example, about 


58,334 carloads weekly could be carried for each 100,000 
good-order cars, which would cut the needed cars down 
to 1,598,000, or not much more than the railroads are 
scheduled to have by fall anyway. Freight cars are, of 
course, the principal problem; locomotive efficiency has 
increased so greatly in past decades that no particular 
bottleneck seems likely in this division of railroad equip- 
ment. Still, locomotive demand is almost record-breaking. 

Aside from the threat of Government ownership, 
which we believe unlikely this year, at least—and pos- 
sibly throughout the war, depending on the nature of the 
emergency—the railroads are in the best position for 
more than a decade. The net income gain for the first 
quarter of this year (175% over net income for the first 
quarter of 1940) represented the outstanding increase of 
any major industry. The wage question is disturbing, as 
indicated in the fact that the powerful rail labor unions 
are asking a 30% rise in basic wages, which by itself 
would lift the annual wage bill by over $200,000,000, com- 
pared with aggregate net income last year of $191,000,000 


for all roads. Obviously, however, this is only an initial 
bargaining demand, with only a portion of it likely to be 


} 


granted. As a consoling offset to this, business of the 
railroads is booming so that wages may be increased to a 
fair degree and still permit a substantially better earn- 
ings showing this year than in 1940. 


LONG TERM RECORD OF RAILROAD INCOME OF CLASS 1 ROADS 
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Charles Phelps Cushing Photo. 
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Forced savings is being talked more frequently in ad- 
ministration circles as fear of inflation grows and it 
appears voluntary purchases of defense bonds will not 
absorb newly created purchasing power. Ideas are re- 
volving around the Keynes plan for deductions at 
source of income—payroll tax—to be put in defense 
bonds bearing interest but not redeemable for some 
years. 


Labor troubles appear to be on the wane. Wages have 
been increased, most basic industries have been organ- 
ized—including famous hold-outs, and defense mediation 
board and other conciliation efforts are making much 
progress. Communist influence may be against strikes 
if we give any material aid to Russia. Administration 





WASHINGTON SEES: 


Hitler's attack on Russia is interpreted as German 
realization that the war will last another couple of 
years or more, that England can't be knocked out 
quickly, and that U. S. aid to Britain is effective. 
Germany needs supplies Russia has not been send- 
ing so is going to take them by force. 


Military phase of this venture is expected to suc- 
ceed. By late summer what is left of the Soviet 
army and government probably will be pushed back 
to the Urals. But there is more doubt of the eco- 
nomic phase. Mines, oil wells, steel mills, power 
stations may be wrecked before the Germans get 
them; organizing production, harvesting crops, and 
cutting timber present tremendous problems; trans- 
portation facilities have always been bad and prob- 
ably will be worse after the invasion. 


lf Germany can get maximum production from 
occupied Russia and police it without too many 
troops, Hitler can sit back with the resources of all 
Europe at his command, push through the Near East 
and North Africa. The hope here is that the dif- 
ficulties will prove too great and that Germany, 
weakened by spreading too thin, will lose the war 
of attrition. 








oe 


officials concerned with labor are breathing much easier 
now, and anti-strike legislation in Congress is back on 
the shelf. 


Property seizure bill still meets violent opposition in 
Congress despite radical toning down by Army, which 
indicates Congress is not yet ready to give the adminis- 
tration a blank check for additional powers without any 
strings attached and is still fearful the administration 
may be getting ready to take U. S. into war or change 
eur system of government without specific authorization. 


Defense program is in stage where it gets maximum 
criticism—it is taking materials and tools away from 
civilian industry and yet defense production rate is 
disappointing. Reason is many big plants are just get- 
ting into mass production and others are still gathering 
equipment, while new facilities for production of alu- 
minum, magnesium, power, etc., won’t be completed for 
some months. It had been anticipated that complaints 
would pile up this summer. 


Bogging down is not the proper term to describe the 
status of defense. Program is going as well as insiders 
figured, though not as fast as they want. Parts of pro- 
gram are temporarily stymied because some elements 
lagged behind others both in placing and filling orders, 
and many of these must now be geared to each other 
and to raw material supplies, and await machine priori- 
ties. Slowness in pushing out contracts and in making 
decisions is another factor. But the condition is far 
from chaotic and OPM has not lost control of the 
situation. 


Congress’ criticisms of defense program, for the most 
part, boil down to general condemnation of the entire 
government, including Congress, for failure to appreciate 
the size and urgency of the needs. A few look for indi- 
vidual scapegoats, but there is a growing admission that 
the chief trouble was the attempt to impose a moderate 
defense program on top of “business as usual,” when the 
significance of all-out defense should have been realized 
months ago. 
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OPM reorganization setting up commodity sections and 
industry committees does not meet major criticisms of 
the defense set-up but it will cut down some overlapping 
and delay and will be a big help to businessmen in deal- 
ing with defense officials. A single group of officials will 
now serve as contact and clearance point for all defense 
problems of a single industry, eliminating much con- 
fusion. 


Industry-committee set-up in OPM was dictated by 
Dept. of Justice, which fears widespread anti-trust vio- 
lations if industry is not watched constantly. New plan 
is far different from NRA and is not at all industrial 
self-government. Committees are so hemmed in they can 
do no wrong, and even their advice must be filed with 
Justice. 


Oil industry has been singled out 
for special ‘“‘defense coordination,” 
though tied in rather closely with 
OPM and OPACS, and Ickes 
has long-range plans for reforming 
the industry far beyond immediate 
defense problems. The experiment 
is being watched closely and may 
be a model for coordinators for 
other industries. Power, steel, auto- 
mobiles are being discussed in this 
connection. While having a demo- 
cratic form, the idea carries con- 
siderable government control. 


New capacity for power and basic 
materials will be pushed by OPM 
after long hesitancy because of 
business’ fears of excess capacity 
after the emergency. Policy now is 
to let that problem take care of 
itself, which may mean government 
will own important facilities. 


Pratt & Whitney Photo 


Small plants not having defense contracts may have 
to close down soon for lack of materials. Plans are afoot 
to make big companies in each industry look out for 
small by rationing civilian business and setting up a 
satellite system under which big firm must farm out both 
defense and non-defense business so that entire indus- 
tries will not disappear during the emergency. The prob- 
lem is considered serious, but ideas have not yet reached 
a concrete point. 


Machine tools are being hunted down and all those of 
essential types partly idle or working on non-defense 
jobs will be bought, leased, or confiscated and moved to 
defense plants, at least until new tools are produced. 
This is admission of failure of sub-contracting plan to 
take work to the machines, though the plan has not been 
abandoned and several steps are under way to get more 
farming-out. Suggestion that contracts specify a certain 
percentage of sub-contracting has been dropped as 
impractical. 


Consumer goods are going to be curtailed rather dras- 
tically because of shortages of materials, transportation, 
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Machine tool demand still far exceeds supply. 
Partly idle types in non-defense plants will 
be bought, leased or confiscated. 





machinery and skilled labor. This is final adoption of 
“guns instead of butter” concept. Some curtailment will 
come through agreement by—or edict to—certain indus- 
tries, but more by the operation of scarcities. Every 
effort will be made to maintain essential consumer goods 
and services, however luxury items apparently will be 
afforded. 


Sec. Knox's plea to use Navy now to protect shipments 
to England is trial balloon, following Roosevelt’s hint 
that we might clear the seas of “pirates” without de- 
claring war. Congress suspects this is already being done 
to considerable extent but is not yet ready to authorize 
it. Administration seems surprised and disappointed at 
paucity of war feeling in U. S. and failure of public to 
get aroused at incidents like “Robin 
Moor” sinking and closing of Axis 
consulates. 


Tax bill framed by House commit- 
tee is better than most people an- 
ticipated when hearings started, 
and will raise revenue without be- 
ing excessively harsh or punitive. 
But it is still a political bill, with 
concealed increases and easy on the 
small-income voter. Senate will 
take some time with the bill but 
it is not expected that it will alter 
it basically. 


Profits squeeze faces most indus- 
tries which have difficulties getting 
supplies, since curtailed production 
means higher unit costs, particu- 
larly as wage and material costs 
rise. Present OP ACS policy does 
not give this factor due considera- 
tion in practice, though it is ad- 
mitted in theory. Industries converting from civilian 
to defense business won’t recoup their losses since, by 
and large, defense contracts do not permit huge profits, 
complaints to the contrary being based on relatively rare 
instances of profiteering. 


Wage control, admittedly essential to price control, is 
being fought by labor interests within and without the 
administration. Labor spokesmen say it is not necessary 
because big basic industries are almost all now under 
collective bargaining agreements which set wages and 
shipbuilding, aircraft, and construction wages will soon 
be fixed by zone agreements. The hitch is such wage 
stabilization is based on assumption cost of living will 
not go up, since all agreements are subject to upward 
revision by negotiation. 


Railroad control by government as in last war is not 
anticipated, though there may be some “coordination.” 
Main trouble in 1917-18 was congestion of loaded freight 
cars at eastern terminals far beyond unloading facilities. 
Railroads and government both have done much to pre- 
vent reoccurrence of this, and private shippers are co- 
operating to make better use of cars. 














The docks of Singapore at the 
cross-roads of the East Indies. 
Rubber and tin, strategic defense 
materials, are pouring through 
this port to Great Britain and 
America. 


Ewing Galloway Photc 











Showdown in the Paeifie: 
Soon = or Never: 


BY V. L. HOROTH 












Hongkon «Guam ° ‘ " . 
¢ ; = since the Japanese armed forces left the Gulf of 
caeee ‘PuLlippine Is. 5k: Geroljne Is. Siam last March, Japan’s drive for a “New Order in Asia” 
Pn : ; has been marking time. There are no Japanese soldiers 

? Ax now around Saigon, Indo-China, only some 700 miles 


from Singapore. Several Japanese drives into the interior 
of China once more were bogged down, although the 
imperial staff reported that Chinese forces had been 
“routed” and that the Continent had been “conquered.” 
The Japanese trade delegation that had been negotiating 
with the Dutch East Indian Government ever since last 
September also sailed home last month from Batavia. 
It had failed, apparently, to accomplish its chief mis- 
sion: to obtain oil concessions and a greater share of the 
Island’s foreign trade as well as the lifting of export 
restrictions on rubber, tin, petroleum and vegetable oils 
which, the Japanese argued, were deliberately aimed at 
the weakening of their economy. 
3 It is too early, however, to assume that Japan has 
given up so easily her conquest of the “South Seas”’,— 
an area stretching from the Philippines four thousand 
miles southward to the shore of northern Australia, and 
from the Malay Peninsula more than three thousand 
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miles eastward to the Island of New Guinea. It may be 
that Japan is merely withdrawing temporarily to build 
up new economic strength and to gather breath for an- 
other drive; or it may be that German victories last 
Spring were not sufficiently impressive to warrant any 
action by Japan. At least the Japanese themselves would 
like us to believe that the causes have been external, 
rather than national exhaustion which some foreign cri- 
tics cite as the cause. There have been signs, however, 
that Japan’s strength has deteriorated, perhaps not ab- 
solutely, but certainly in relation to the economic and 
military effort elsewhere, notably in the United States. 

To say the least, Japan’s position has remained stag- 
nant and this has impaired her ability to engage in a 
“creeping expansion” during the German Spring drive in 
the Balkans. In fact, one can go as far as to say that 
her ability to remain on the fence during the present 
conflict, constantly spreading to new parts of the world, 
has been weakened. On the one hand, every German 
military victory means greater pressure on Japan to join 
with the Nazis. On the other, America’s support of Great 
Britain and the deterioration of Japan’s own economic 
situation inspire greater caution. 

The recent German attack on the Soviet Union has 
placed Japan in a greater dilemma than ever. The battle 
now raging before the gates of Moscow may influence 
not only the fate of the Soviet Union, but the future 
course of Japan as well. For the time being, Tokyo is 
remaining neutral and cautiously waiting. Tension in the 
Far East is increasing, however, and the order to all 
Japanese ships to return to home ports, issued on July 
3, is an indication of this. 

One of the most important factors contributing to the 
relative weakening of the Japanese position in the “South 
Seas” this year has been the growth of the combined 
military power of the British, the Dutch, and the Ameri- 
cans. Ever since last Winter, Britain’s defenses around 
Singapore have been reported to have been reinforced 
with modern bombers and torpedo planes and guarded 
by motorized Australian troops. At the same time, the 
Dutch, who apparently had thought at 
one time that little resistance could be 


Far East Area, or about a third more than the Japanese 
naval force could muster. Moreover, war planes of the 
British-Dutch-American group could operate from shore 
points, whereas the Japanese attacking force would have 
to be based either on aircraft carriers or on Indo-China 
and Southern China, where it would in turn be exposed 
to attacks from the interior. 

The Western Powers have taken a leaf from the book 
of experience in the aerial war over Europe, the British 
attack on the Italian ships in Taranto, the Battle of 
Matapan, and, most recently, the fate of the Bismark. 
By making their air force more modern and more effec- 
tive than Japan’s, they have neutralized to considerable 
degree the superiority of Japanese naval forces in that 
area. With large scale American output of warplanes 
in the offing, and in view of the exposure of the Japanese 
mainland to aerial attacks, a battle of the Japanese navy 
against a superior Western air fleet has become more 
of a gamble than ever. Thus a campaign in the “South 
Seas” area of the Far East could easily turn into a long 
drawn out struggle which, together with the unfinished 
Chinese war, would severely sap the remaining strength 
of the Island Empire. 

What are the chances of Japan redressing this shift in 
strength in favor of the Western Powers? Obviously, 
one way would be for Japan to build up a modern air- 
craft industry and to assure herself of sufficient supplies 
of aviation gasoline. However, Japan is handicapped in 
both respects. Although she may have considerable 
reserves of crude oil and aviation gasoline, best informed 
sources seem to believe that her supplies could not 
possibly last more than a year. Secondly, Japan lacks 
a sufficient amount of special steels and aluminum neces- 
sary for the establishment of a large scale aircraft indus- 
try. Until recently, the bulk of her machine tools came 
either from the United States or from Germany, and for 
the time being, both sources have practically dried up. 

The output of Japanese military airplanes has been 
estimated about one-sixth of the current United States 
output. Too, there is the question of how Japanese 
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have become emboldened by the planes- 
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defense of the outer Islands, such as 
Sumatra and Borneo. They have mined 
the oil fields in Borneo and other Islands 
in order to render them useless for at 
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ing airdromes and landing fields on the 
outlying islands, buying all the warcraft 
they can get in the United States, and 
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planes and pilots will measure up in actual fighting. So 
far, the Japanese have been bombing mostly undefended 
objectives in China and have yet to learn the technique 
of air combat as developed in the war over Europe in 
the last year. 

Apart from the fact that Japan could not, for tech- 
nical reasons and because of lack of raw materials, pull 
out of her hat an aircraft industry in the sense that this 
country is doing, her economic difficulties are also flash- 
ing a “slow down” signal in regard to more ventures in 
the “South Seas” area. 

The Japanese industrial output slackened after the 
outbreak of the war, but recovered by the mid-Summer 
of 1940, as will be seen from the accompanying chart. 
In the Fall of 1940 it turned once more downward. No 
figures have been available since September, 1940, but 
our own consular officers stationed in Japan reported 
recently that according to reliable reports there was 
about a 15 per cent decline in the industrial output of 
Japan during the first half of 1941 as compared with the 
corresponding period of 1940. With the exception of 
machinery and metallurgical branches of industry, the 
rest is said to be below pre-war level. 

The nature of the Japanese economy has much to do 
with this decline. Broadly speaking, the country’s pros- 
perity was normally based upon the conversion of im- 
ported goods into finished articles, which in turn were 
exported. The foreign exchange which Japan earned as 
a result of this industrial process was used for purchases 
for domestic consumption. As a consequence of war, 
scarcity of shipping and increasing restrictions every- 


where, Japan’s ability to convert imported raw materials 
into manufactures for exports has been impaired. For 
example, inability to import the usual quantities of pulp 
has thrown out of gear in recent months the entire Japa- 
nese rayon and staple fiber industry. This industry here- 
tofore provided an important share of export products, 
and also helped to clothe the people, since dollar ex- 
change was too precious to be used for the purchase of 
foreign cotton for domestic consumption. 

Similarly, there has been a serious shortage of artifi- 
cial fertilizers, which is bound to have adverse repercus- 
sions upon agriculture. As a matter of fact, crops are 
again poor this year. The food problem has become 
serious and such staple commodities of Japanese diet as 
rice and fish are now being rationed, in addition to meat, 
wheat flour and dairy products. A drastic cut in sugar 
distribution is also expected owing to the small sugar 
crop. 

The effect of the war upon Japanese exports will be 
seen from the table below. Exports to foreign currency 
countries have receded considerably, while shipments to 
the yen-bloc area, that is, to Manchukuo and China, 
from which very little foreign exchange is received, are 
around the record high level (or almost two-thirds of 
total exports) . 

In general the Japanese distribution-control system has 
been greatly extended in the past few months in order 
to combat food and commodity shortages. It has also 
become apparent that the nation is incapable of supply- 
ing sufficient manpower for military requirements and 
for employment in industrial plants as well. To offset the 
growing shortage of labor, especially in 
producers’ goods industries, workers are 





Distribution of Japanese Trade 
(In Millions of Yen) 


Exports to Yen Bloc 


Countries 
Month 1937 1938 1939 1940 1937 1938 
Rs ss's : 49 52 68 104 199 162 
a 58 66 102 150 225 182 
| 74 103 117 176 275 225 
April. ... 68 97 119 185 263 217 
RE idee ate 75 97 164 217 282 211 
June..... 72 93 164 180 281 201 
ee 66 108 159 180 282 211 
Aug.... ; 58 100 174 135 250 241 
Sept > 67 97 171 135 292 226 
Oct. 66 110 133 158e 297 253 
Nov... 64 116 175 200e 253 262 
ae ae 82 123 208 240e 273 295 


Exports to Foreign Exchange 


Countries 
Jan. 150 110 92 112 47 26 
Feb. 167 116 104 145 50 27 
Mar... . 201 122 140 165 60 34 
April 195 120 104 140 69 27 
May... 207 114 147 151 57 34 
June 209 118 132 134 53 27 
ee 216 103 148 149 55 32 
Aug. 192 141 170 159 56 47 
Sept. ; : 225 129 176 123 53 39 
Oct... 231 143 186 128 $5 43 
Nov. 189 146 185 100 43 42 
Dec. 191 172 235 81 40 47 


e—Partly estimated. 


Note: Since March, 1940, the exports to the United States based on United States imports from 


Japan in brackets. 


Total Exports 


Exports to U.S. 


being shifted from consumers’ goods 
trade and asked to work longer hours. 
However, between fatigue and deteriora- 
tion in the standard of living, a consid- 
erable decline in labor’s productivity set 
in, aggravating the general business situ- 


— ae ation. 
vl ve Thus, declining consumption, produc- 
257 341 tivity and industrial output set up a 
= 325 vicious spiral in Japan’s economic life, 
368 . 
296 ea closely tied, of course, with another vi- 
307 329 cious spiral of rising prices, wages and 
— oe cost of living. 
319 286¢ The struggle in China, now in its fifth 
360 300e §=s_ year, has overstrained Japan’s economy. 
443 321e 


The country is in a need of a breathing 
spell and the beneficial effects of a liber- 
alized international exchange of goods. 


25 28 Last month a group of Japanese business 
40s (azy)._-~Ssmen._ gathered enough courage to advo- 
35 (26) cate the relaxation of British and Amer- 
= pot ican trade restrictions in return for 
51 @7)  Japan’s partial lifting of restrictions on 
54 (36) foreign trade in occupied China. 

= pad Japan appears to be divided as to what 
75 (56) course to follow. Should the Nazis deal 
92 (49) the Soviet Union a quick death blow 


without exhausting themselves, as they 
seem likely to do, Japan would probably 
join openly with the Axis Powers in war. 
At least the (Please turn to page 383) 
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: Investing In Special Situations 








For Safe Income—High Yield 


— Hedges Against Inflation 


BY J. S. WILLIAMS 


— since the start of the war in 1939: these 
columns have repeatedly made the point that a 
world economy in which war was the major fac- 
tor would sooner or later invalidate or modify 
many of the accepted principles of investment 
appraisal and selection. This point has been 
consistently the basis upon which these discus- 
sions have sought to explore the changing tech- 
nique of sound investment. The events of 
the past twenty months certainly have not justi- 
fied any retreat from the original premise. Quite 
the contrary, they have only served to give it 
greater force; and it is certainly true at the pres- 
ent time that yesterday’s “investment” may be 
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tomorrow’s speculation. 

In less than two short years investors, after 
just about catching their breath from the depression and 
the early confusion of the New Deal, have been intro- 
duced to a whole new set of factors, most of which were 
previously unheard of, or at best only dimly remembered 
as being present in one form or another in the years of 
World War I. Excess profits taxes, priorities, rationing, 
shortages, and price-fixing are only some of the more 
prominent of these factors. There are others and it is 
a foregone conclusion that new ones will crop up in the 
months ahead. Who would have had thought it likely 
in the summer of 1939, for example, that two years 
later there would be a shortage of fuel oil and gasoline 
threatened on the Eastern seaboard? At that time there 
was so much gasoline that refiners were being hard 
pressed to sell it at any price. Who would have expected 
that General Motors common stock would sell on a 10 
per cent yield basis, with the company forced to accept 
gracefully an enforced reduction of 20 per cent (or more) 
in production? Who would have imagined companies 
paying taxes at a rate per share considerably in excess of 
earnings per share? Who could have envisaged a short- 
age of electric power, railroad facilities and non-ferrous 
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N. Y. Stock Exchange Photo 


metals? All of these things have happened and for bet- 
ter or worse have become an accepted part of our na- 
tional economy. Yet in retrospect they may seem mild 
another twelve months or two years hence. 

Most certainly it is not a setting in which investors 
should attempt to rationalize their acts on the basis of 
conventional standards. It is to be devoutly hoped that 
some day investment judgment can be based on more 
orthodox principles but the present situation calls for a 
realistic attitude, a willingness to act to one’s best ad- 
vantage even though it may not seem wholly in keeping 
with ingrained conceptions of investment practice, and 
with the knowledge that nothing is more certain than 
change. These changes as they affect investments can- 
not always be foreseen or anticipated but when they 
occur they should be accepted and the proper action 
taken, if necessary. 

Every investment should be made with a purpose or 
objective in view. Every investment should be fre- 
quently tested in the light of the extent to which it has 
served its purpose. If it has failed, it hardly suffices to 
tag it “a long term holding”—probably one of the most 
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ambiguous expressions identified with investment. In- 
vestors frequently make the mistake of becoming wedded 
to certain of their holdings, refusing under almost any 
conditions to part with them. Such sentiment can be 
very costly. 

Probably nine out of every ten investors have pretty 
much in common. They are not anxious to lose their 
capital, but are willing to accept a reasonable risk in 
return for income, increment, or both. There is nothing 
extraordinary about these objectives and they should be 
attained with a fair measure of success. Judgment and 
common sense are the principal ingredients. 

This is not a platitudinous lecture, but to emphasize 
again the urgency of having an investment viewpoint 
which is at least in tune with the myriad of factors 
to which all investments, from highest grade bonds to 
the lowliest common stocks, are subject today. Mistakes 
and errors of judgment are inevitable, but they can’t be 
reconciled by merely disregarding fundamental changes. 


Special Situations Predominate 


Practical investment since the outbreak of the war 
has become increasingly a matter of “special situations” 
and promises to continue so indefinitely. To substanti- 
ate this it is only necessary to contrast the action of the 
various common stock groups as revealed by the charts 
appearing on page 346 of this issue. Of particular inter- 
est in the same connection is the superior market per- 
formance of medium grade and speculative preferred 
stocks as compared with that shown by high grade com- 
mon stocks. The contrasting action of armament stocks 
is particularly interesting. “War babies” as a group 
have not been any great shakes as speculative money- 
makers, as yet at least. 

It is noteworthy, however, that the charted market 
action of various groups conceals the extent to which 
individual issues have shown 


is not confronted with problems directly bearing on their 


prospects and earnings. Higher taxes alone are a for- 
midable factor. But the matter of taxes is one which all 
industry must face and it is therefore relative in terms of 
each individual company. The main thing is to steer 
clear of companies which may be adversely hit by de- 
velopments native to their particular field. 

The installment finance companies exemplify this 
point. There has been considerable talk of legislative 
measures to curb installment purchases, as an anti-infla- 
tion device. But even if such legislation is not enacted, 
the enforced reduction in the output of consumers’ dur- 
able goods in the interests of the defense program will 
probably suffice to put a considerable dent in the busi- 
ness of finance companies. This threat admittedly ap- 
pears to have been rather adequately recognized by the 
prevailing prices of the common shares of the two lead- 
ing finance companies, possibly to a greater extent than 
subsequent events may justify. Nevertheless, this is the 
type of situation that should be avoided in the choice of 
current investments. Other groups which may have 
profits curtailed by various restrictions, include the auto- 
mobile manufacturers, certain automobile equipment 
companies, rubber manufacturers, food processors, metal 
producers, etc. As stated, in actual effect these restric- 
tions may prove much less onerous than now appears 
likely but an investment in the shares of these compa- 
nies, solely on that possibility, could prove a disappoint- 
ing undertaking for some time to come. 

Before final enactment of the 1941. tax bill further 
changes and innovations will doubtless be incorporated, 
the net result of which will without question add sub- 
stantially to the corporate tax bill this year. Next year 
taxes will probably be upped again. The extent to which 
these higher taxes will be levied at the expense of the 
common stock earnings and dividends will vary widely 
among individual companies. As was the case in 1940, 





both superior and inferior mar- 
ket action to that of the particu- 
lar group in which they are 
classified. This is true in the 
case of speculative common 
stocks, armament issues, high 
grade common stocks, as well as 
in the preferred stock and bond 
groups. Obviously IN SUCH CIT-  Cgeerpitler Tractor 
cumstances a considerable pre- Climax Molybdenum 

mium is placed on individual — Container Corp. 
judgment and selection, making Dresser Mfg. 

it very difficult to lay down any  Ex-Cell-O 

convenient rule of thumb by _ Freeport Sulphur 

which the i] Link Be 

Natione! Acme 

National Malleble Steel Ce stings 
Phillips Petroleum 


Bendix Aviation 
Bleck & Decker.... 
Bullard 

Cerpenter Steel 


investor can avail 
himself of the most promising 
situations. There are, however, 
certain general conditions which 


‘ ; Skelly Oil 
might be applied to advantage. nu oy 
As a starter, it would be well , © Geet 


to avoid any security situation — Texas Gulf Sulphur 
Timken-Detroit Axle 
Van Norman Machine Tool 


White Motor 


where trouble seems to be brew 
ing. The reader’s first reaction 
to this is probably, “OK, name 
one.” True there is practically 
no industry or company which 


Common Stocks for Income and Price Appreciation 


Recent Divi- 
Price dend COMMENT 

36 2.00° Has large aircraft orders. 
21 2.00 Leading manufacturer small hand tools. 
26 1.00* Prominent machine tool builders. 
28 1.50* Earned $3.80 nine months to Mar. 31. 
47 2.00 Earnings well in excess of dividends, 
37 1.20 Domestic business expanding rapidly. 
16 0.50* Leading paperboard maker. 
22 1.00* Will benefit by pipe line construction, 
26 1.30* Has substantial aircraft parts orders. 
36 2.00 Shares leadership in sulphur output. 
30 2.00 Earnings show strong uptrend, 
19 0.50" Important maker of machine tools. 
21 0.50* Will benefit from railway equipment orders. 
43 2.00 Earnings currently improving. 
29 0.50* Sharp gain in current profits, 
54 1.00(a) Has lerge shipbuilding subsidiary. 
38 2.50* Leading maker of precision tools. 
36 2.00 Earnings show good dividend coverage. 
32 2.00 Defense orders now major activity. 
12 0.50 Excellent earnings background. 
15 0.50* Large Government orders. 


(a)—Plus extras. *—Paid or declared this year. 
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however, it is a pretty safe assumption that there will 
be a sizable number of companies which will not only be 
able to meet substantially higher taxes, but still show 
quite satisfactory earnings and pay a reasonable divi- 
dend to common stockholders. 

Until the complete provisions of the tax bill are known, 
the best situated companies from a tax standpoint can- 
not be determined. But here also certain general rules 
should prove helpful. The type of company which, other 
things being equal, appears most likely to show the most 
impressive earnings after dividends is one which has no 
funded debt or preferred stock, which has a compara- 
tively small common stock capitalization, and which is 
at the same time booking a sizable volume of business. 
The machine tool companies such as Monarch Machine 
Tool, Van Norman Machine Tool, Bullard and National 
Acme, are excellent examples of this type of company. 
Timken-Detroit Axle, Black & Decker, Dresser Mfg., and 
Carpenter Steel are others, to mention but a few. 

Companies with funded debt and preferred stock out- 
standing are not necessarily eliminated from considera- 
tion but if these capital items are large in relation to the 
common stock, a potent leverage factor is created. Lev- 
erage works in favor of the common stockholder in a 
period of rising earnings but the effect is quite the oppo- 
site in restricting per share earnings when sales and 
profits are declining. Leverage should be dealt in as a 
general rule only on a speculative basis. 

Investors seeking to mitigate the possible effects of 
higher taxes might also consider issues among bonds and 
preferred stocks which, under more normal conditions, 
would probably be rated as speculative, or at best, me- 
dium grade. The best selection of such issues, that is to 
say those bonds and preferred stocks which promise a 
good yield or price appreciation, is to be found among 
the capital obligations of the so-called marginal com- 
panies. These companies are for the most part identified 
with the “feast and famine” industries and as a conse- 
quence cannot boast a very impressive past record. Prob- 
ably the best example is the railway equipment group. 
Yet this industry now is well in the van of the defense 
program; orders are of record-breaking proportions; earn- 
ings are mounting rapidly; and most of them, of necessity 
heavily capitalized, are entitled to a good margin of tax 
exemption. Obviously not the class of security which 
should be considered by the investor committed to a 
conservative program, the bonds and preferred stocks of 
these companies invite consideration by the investor who 
ordinarily allots a sizable portion of his capital to com- 
mon stocks. 

Although the choice of preferred stocks carrying accu 
mulations in unpaid dividends has narrowed consider 
ably in recent years, as many such issues have either 
discharged arrears or refunded them, there are still a 
number of promising mediums in this group. Possibili 
ties of favorable action in connection with dividend ac- 
cumulations are being enhanced by the substantial im 
provement in earnings shown in a number of cases, nota- 
bly among steel, railway equipment, and metal working 
industries. 

Reverting, for the moment, to the subject of common 
stock leverage, there is no more volatile leverage group 
than the railroad shares. Only a mere handful of rail- 
road common stocks qualify as investment issues, but 
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Selected Issues for Current Investment 


Bonds 
Recent Current 
Issue Price Yield % 
American Foreign Power 5's, 2030 Shalaaerat 56 8.98 
Baltimore & Ohio 1st 4's, 1948..... of tee a 64 6.25 
Canadian Pacific 5's, 1954..... ons eae as 82 6.10 
Cleveland Union Terminal 514’s, 1972....... 86 6.40 
Federal Light & Traction 6's, 1954... mes = 10214 5.83 
International Paper 6's, 1955... .. pie a 105 5.71 
N. Y. Central R. R. 5's, 2013... ; ste a 62 8.06 
Southern Rwy. 6144's, 1956....... vas 87 7.47 
Southern Pacific 41's, 1981...... ee me 52 8.65 
United Drug 5's, 1953. : j es : 87 5.75 
Preferred Stocks 
Atchison, Topeka & Santa Fe $5 Pfd ; 68 7.35 
Continental Baking $8 Pfd.. : . 98 8.16 
Crucible Steel $5 Pfd.... ‘ 83 5.68 
Curtiss Wright A $2.... ae . 28 7.14 
Loew’s, Inc. $6.50 Pfd.... 108 6.02 
Radio Corp. $3.50 Pfd.. 52 6.73 
Republic Steel ‘‘A"’ $6 Pfd.. ERD eee ed ; 87 6.90 
Common Stocks 
Commonwealth Edison ($1.80) 26 6.92 
General Foods ($2.00)...... 36 5.56 
General Telephone ($1.60) 21 7.60 
May Dept. Stores ($3.00) 50 6.00 
Pennick & Ford ($3.00)... .. : 46 6.52 
United Fruit ($4.00). ... ‘ 66 6.06 





it’s characteristic of most of them to show quite im- 
pressive earnings when business is good and traffic is 
rising, as it very definitely is at the present time. Car- 
loadings this year may surpass the record levels of the 
1920’s and many railroads which were close to bank- 
ruptey only two years ago are once again providing a 
fairly respectable margin of coverage for debt service. 
All of which, however, will mean very little to most hold- 
ers of common stocks. Better earnings will be used to 
bolster treasury positions and repurchase outstanding 
bonds. Down payments on new equipment will require 
substantial cash outlays and last, but by no means least, 
is the demand for a 30 per cent increase in wages by rail- 
road employees. Even 10 per cent increase would wipe 
out a good share of common stock earnings shown by 
many carriers last year. Finally, one might well ask 
the question, “Why, if railroad common stocks are so 
promising, are the bonds of the same carriers quoted 50, 
60 and 70 cents on the dollar?” Why, indeed. 

For investors and speculators alike, the best bets in 
the railroad industry are still to be found among selected 
The choice here is a fairly wide one and the 


inducement in the way of attractive income vields is al- 


bonds. 


most irresistible. As previously noted in these columns, 
interest on railroad bonds (or any corporate bond) is a 
charge against earnings prior to any liability for excess 
profits taxes. 

Those investors whose prime need is a reasonable and 
dependable rate of income are not only presented a rare 
opportunity, but the present occasion ts one which also 
demands caution and diserimination. Good common 
stocks and selected bonds and preferred stocks are cur- 
rently selling on a basis to yield from 542 to 7 per cent; 
issues of somewhat lower grade yield up to 10 per cent. 
The higher this vield, however, the greater the care 
which should be taken in (Please turn to page 382) 
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Frozen Foreign Assets 


of United States Companies 


Most American Companies Have Reserves for Par- 
tial or Complete Writeoffs of European Properties 


BY HH. F. 


ie far-sighted managements the freezing of our foreign 
assets by the Axis Powers, as a retaliatory step to our 
freezing theirs in this country, was by no means a crippl- 
ing blow. For in practically all cases, except those where 
such action was impossible, assets have been written 
down in these countries and even in the Axis-conquered 
countries to the extent that the final write-off does not 
mean much—at least in relation to the total capital of 
the corporations involved. 

This is not to minimize the properties representing 
partial or complete American interests abroad; as a 
matter of fact, our assets in Germany and Italy, the Axis 
leaders, approximate $600,000,000, while in the entire 
Axis-dominated territory our holdings aggregate more 
than $1,200,000,000. Total investments of the United 
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than 10 per cent of the sum total. In virtually all 
instances the quality of American plants and other pro- 
perties is up to the best comparable quality in the vari- 
ous countries, so that it may be conceded that the Axis 
powers got their hands on something substantial indeed 
when they froze American holdings; however, our cor- 
porations, with their heavy annual reserves, were not 
caught napping. 

Not to be overlooked, too, is the fact that frozen Axis 
funds in this country theoretically could serve as an 
offset for confiscation abroad. Secretary of the Treasury 
Morgenthau has made it plain that he wants “to see 
what happens to American investments and debts over 
there” before he decides what to do with foreign assets 
frozen here. Unfortunately, there is by no means a full 
balance of German and Italian funds here, as compared 
with our investments in those countries. As against our 
approximate $600,000,000 
representation in Germany 
and Italy, dollar assets of 
these two countries are esti- 
mated to be between $300, 
000,000 and $400,000,000, 
while a good part of assets 
very likely have been turned 
into cash or other forms that 
may be hard to detect. In 
any event, the German fin 
ancial system in effect has 
had United States assets in 
that country pretty well 
frozen for years, and it is 
this situation, of 
which led many of our com 
panies to establish heavy re 
serves against such assets, 

We shall undertake to 
analyze such action of Amer- 
ican corporations, using 
more interesting examples, 
since space does not permit 
discussion of all the compa- 
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Neuss Works of International Harvester Co 


nies listed in the tabulation as having representation in 
Germany and Italy. Many of these companies do not in- 
dicate their exact assets in those countries, nor reserves 
against these assets, so that it would be impossible any- 
way to discuss adequately this angle of their business. 
Beginning with one of the world’s leading corporations, 
General Motors, its net investment and that of its con- 
solidated subsidiaries outside of the United States 
amounted to $80,488,444 at the end of last year, after 
deducting allocable reserves of $24,418,769 which have 
been set up to provide against contingent losses that may 
arise in any locality in which foreign assets are located. 

General Motors’ allocable reserves do not include any 
portion of a special contingency reserve provided in view 
of the war. For comparative purposes, it may be noted 
that the net investment outside the United States at the 
end of 1939 amounted to $86,955,087, after deducting 
allocable reserves of $21,400,201. The net investment at 
December 31, 1940, was 7.4% of the company’s total 
stock and surplus of $1,098,557,753. Earnings from 
sources outside the United States which have been in 
cluded in consolidated net income in 1940 constituted 
about 4.5% of earnings available for dividends. GM/’s 
German subsidiary, Adam Opel A.G., was carried at 
the end of last vear at $34,890,024, with exact separate 
reserves not shown. 

Socony-Vacuum, with its) worldwide ramifications, 
represents another interesting example. The company’s 
Muropean assets at the end of last year totaled $55,000,- 
000 (separate reserve for these not indicated), while 
lotal foreign investments were $202,000,000 compared 
with all assets of $940,000,000. Against these aggregate 
foreign assets, the company has a reserve, which was set 
up out of consolidated surplus, of $75,000,000, Last year, 
because of the continued abnormal conditions abroad 
and the rigid restrictions on foreign exchange transac 
tions in practically all countries, as well as the absence 
of adequate information as to operating results in a num 
her of cases, the company removed from consolidation 
all foreign subsidiaries and branches, 

Policy of Socony-Vacuum with regard to valuation of 
foreign assets is highly conservative and significant as 
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. Neuss am Rhein, Germany, 
affiliate company of the International Harvester Company. 


typifying the attitude of the 
average large American corpora- 
tion. The amount at which the 
investment in foreign subsidi- 
aries and branches is stated is 
based on their net assets at the 
date removed from consolidation 
after deducting all reserves ap- 
plicable thereto. Current items 
are converted at or below cur- 
rent exchange rates and fixed 
assets at dollar cost less depre- 
ciation, the net adjustment aris- 
ing therefrom being charged to 
income in the accounts of for- 
eign subsidiaries and branches. 

The breakdown of the Stand- 
ard Oil of New Jersey’s invest- 
ments, as well as the way in 
which these are handled, like- 
wise is highly instructive. The 
company does not show any 
more of a subdivision of its foreign holdings than Con- 
tinental Europe, Great Britain and North Africa (com- 
bined) and other foreign countries. Covering the first 
group, investments were carried at $191,763,157 at the 
end of 1940, while the other-foreign-countries classifica- 
tion was listed at $607,327,694. The sum total assets of 
these two groups and of the United States was $1,951,- 
353,080. 

Financial statements of the Continental Europe, Great 
Britain and North Africa group were excluded from the 
1940 consolidated statements and the investments there- 
in were included at cost, less reserves aggregating $6,658,- 
354. Result of including these investments at cost, rather 
than at net asset value as shown in previous consolidated 
reports, has been a net addition to surplus of $28,251,904. 
During the past year, dividends and interest amounting 
to $4,778,160 received from the countries in Continental 
Europe, Great Britain and North Africa have also been 
added to surplus as direct credits and therefore not 
included in earnings. On the other hand, an amount of 
$75,000,000 ($41,969,986 in excess of these additions 
was transferred from surplus to contingent reserve as a 
provision for possible irrecoverable losses which may 
have been, or may be, sustained in connection with for 
elgn investments. : 

Like most other companies, National Cash Register 
Co. is following a policy of not consolidating its German 
and other Continental European property. As a matter 
of fact, no fiscal reports were received from Belgium and 
France during 1940, or from Germany (including Austria 
and Czechoslovakia) since August, 1989. The German 
assets were listed, as of the end of 1940, at $3,332,042, 
while other Continental European assets were carried at 
$1,081,915. The particular reserve for these investments 
is not shown, but there is a general reserve covering all 
foreign assets. The net investment in foreign companies 
and subsidiaries as of Dec. 31, 1940, equaled $12,797,311, 
against which there was a reserve of $3,980,019, leaving 
a net investment of $8,817,292. Total assets at the end 
of 1940, including the last-mentioned figure, were listed 
at $49,277,396, Earned surplus at the time included 
accumulated undistributed profits of consolidated foreign 
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Companies Affected by Axis Freezing Order 


Germany 


Name of Company Name or Location of Subsidiary 

















Name of Company Name or Location of Subsidiary 











International HarvesterCo........... Has plant at Neuss Postal Telegraph & Cable............ Standard Elektrizitaets Gesellschaft 
National Cash Register Co............ National Krupp Register Kassen Gesellschaft Burroughs Adding Machine Co....... Burroughs Rechenmaschinen A. G. 
Worthington Pump & Machinery...... Deutsche Worthington Gesellschaft Universal Picture Co................. Deutsche Universal Film A. G. 
Mergenthaler Linotype.............. Mergenthaler Setzmachinen Fabrik United Shoe Machinery Corp......... Deutsche Vereinigte Schumaschinen 
ile Cleviter Go... 22 ccc cvcesen Otis Aufzugwerke Socony Vacuum Oil Co............. Deutsche Vacuum Oil A. G. 
Ce a Kodak Aktiengesellschaft Tide Water Associated Oil Co....... Hamburs-Amerikanische Mineralol Gesell. 
NS TTT ee Verbert Division U. S. Hoffman Machinery Corp....... Hoffman Bugelmaschinen Ges. 
General Motors Corp............... Adam Opel A. G. Hudson Motor Car Co.............. Hudson-Essex Motors Co. MBH. 
General Motors Acceptance......... All ine Fi i gens Gesellschaft Ingersoll-Rand Co.................-- Ingersoll-Rand, Germany MBH. 
Standard Oil of New Jersey......... Deutsche-Amerikanische Petrol Gesellschaft eer Intertype Fabrak, G. MBH. 
CoeerEPME Go... ...6 oes cccsccued Quaker Nahrmitell Gesellschaft National Dairy Products............. Kraft-Kase-Werke G. M. BH. 
Atlantic Refining Co................ Atreco Oel-Handels Te ere Oey Metallwaren-Gesellachaft MBH 
Colgate-Palmolive Peet Co........... Palmolive-Bender & Ketels Philip Morris & Co., Ltd. ........... Philip Morris & Co., Ltd., Germany 
Chicago Pneumatic Tool Co.......... International Pressluft und Elektricitaets Gesell- IME 5/5 5.5 i's a 'dtooke eaeaaeee Oelwerke Julius Schindler, MBH 
schaft Remington-Rand..................- Remington Buromaschinen 
no er Has factory in Cologne Salt Dome ON Comp. «. ...060ceccvqess P; ta Oel G y 
Westinghouse Air Brake Co.......... Westinghouse Breusen G. M. BH. L. C. Smith & Corona Typewriter... . .L. C. Smith & Corona Schreibmachinen 
No ee Ambi-Budd Presswerke G. M. BH. Sine es ivcge cece 8 Fe U. S. Rubber Co., G. M. BH. 
International M tile Marine...... Rooskai G. M. BY. Standard Commercial Tobacco........ Werkhof Gesellschaft mit Beschrankter Haftung 
International Teleph & Tel h.. .Belton A. G. F. W. WoolwoltiGo.............055 F. W. Woolworth Co. G. M. H. 
Italy 
International Harvester Co............ Compania Internacional de Machine Agricolar International Teleph BOUEIG ss 5.657 Standard Electricia Italiena 
lls Sloveter Co, .......5 ici ccc ese Otis Ascenori E Montacarichi oe fe) err Barnsdall Tripoli 
Eastman Kodak Co................. Kodak Societa Anomima Burroughs Adding Machine Co....... Burroughs S. A. Italy 
Glenterd CON oF MM. 9... 6. ccc ieccs Societa Italo-Americana per Petroleo CON NG is ogo s ic 8S ccce ts daceceeee Coty sai Italy 
Colgate-Palmolive Peet Co........... S. A. Palmolive Socony-Vacuum Oil Co............. Socony-Vacuum Oil Co. sai. 
American Radiator & Standard San... .Societa Nazionali dei Radiatori Worthington Pump & Machinery... . . Societa Italiana Pompe e Compressori 
Westinghouse Air Brake............ Compani Italiana Westinghouse-Fremi i Signali RM rac. 9.) o ccs icanimews oo coe Texas Societa Anomina Italiana 
Source: Works Project Administration ¢ ilations for the SEC, 





Note: Since a complete official, up-to-date list is unavailable, there may have been substantial recent changes affecting the above list. 





companies amounting to $1,122,893, compared with 
$953,705 in 1939. 

Taking another office equipment company, Burroughs 
Adding Machine is fortunate enough to have small 
representation in Axis or Axis-conquered countries. Total 
foreign investments (book value, as of Dec. 31, 1940) 
were listed at $3,489,679, but in Europe, excluding the 
British Isles, there was only $961,500. Burroughs was 
fortunate enough to clear out a large part of its invest- 
ments in Germany some years ago. Against the above- 
mentioned aggregate foreign investments, Burroughs has 
a reserve of $1,582,718, this having been established 
through a $939,910 reserve for losses on Spanish, Polish 
and German companies in 1939, a $350,000 additional 
contingency reserve for that year, a $34,639 prior reserve 
and a $400,000 amount transferred in 1940 from reserve 
for contingencies (through surplus), less $141,831, repre- 
senting a portion of reserve for the Polish company, ap- 
plied against investment and reduction in reserve result- 
ing from disposition of the Spanish company. Perspective 
on these figures is obtained from the fact that aggregate 
assets at the end of 1940 were listed at $34,638,367. 
Burroughs’ net investments in Europe, excluding the 
British Isles, have been completely written off the bal- 
ance sheet, as shown in the statement for 1940 operations. 

American Radiator & Standard Sanitary Company is 
another major American corporation recognizing the 
importance of building large reserves to offset foreign 
investments. Total investments in foreign countries 
amounted to $12,412,167, against which there was a 
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reserve for war contingencies of $3,000,000, bringing the 
net figure to $9,412,167. Of the gross figure, European 
companies comprised $9,871,164, with Canadian and 
Mexican companies making up the remainder. During 
the past year, investments in Canadian, Mexican and 
European subsidiary companies were reduced in stated 
values by $539,032, representing dividends received dur- 
ing the year from certain European subsidiaries but ex- 
cluded from income, and by a repayment of capital. 
Foreign investments in relation to total assets are not 
large, the latter aggregating $115,301,025. 

Among other companies with large foreign assets 
interesting to analyze is International Harvester Com- 
pany. The company’s European investments include 
$5,389,542 in France, $3,236,459 in Germany, $1,577,925 
in Sweden, $991,302 in Great Britain and $944,126 in 
other European countries. Largest foreign investment 
is in Canada, in the aggregate of $15,502,609. There also 
is a $10,000,000 investment in Argentina. Total foreign 
investments exceed $61,000,000, represented by net as- 
sets of subsidiary companies having an estimated value 
of somewhat more than this amount, subject to the un- 
certainties of war hazards, foreign exchange rates, etc. 
Total assets, including domestic, approximate $422.- 
000,000. 

Because of increasing exchange depreciation and pos- 
sibilities of war five years ago the able Harvester man- 
agement began building up on the parent company’s 
books a special reserve for foreign losses and exchange 
fluctuations. As war spread, (Please turn to page 383) 
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Monsanto Chemical Photo 





New Impetus for Chemicals 


BUT WHAT ABOUT PROFITS? 


BY STANLEY DEVLIN 


Mos: of us are prone to consider the chemical industry 
as one of our newer ventures but such is not the 
As a matter of fact, commercialized chemistry is one 
of the earliest mentioned activities of colonial America. 
Potash, wood pitch, glass and tar—all involving some 
notion of chemical reactions—were manufactured here 
as far back as 1608 in the Jamestown Colony and even 
the leading American chemical manufacturer of today 
—duPont de Nemours Co.—was founded over 139 years 
ago. Despite the reverent old age of the industry in 
America, the industry was relatively small and impotent 
until the first World War was under way. Then, with 
absolute necessity as an incentive, the industry sud- 
denly began to broaden and prosper to a point where we 
are now nearly self-sufficing in an industry where we 
were hopelessly dependent only a relatively short 25 
years ago. 

The strides made by the chemical industry in the past 
quarter-century have been so great that there is nothing 
of previous importance with which to compare the 
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advance. All pre-war statistics and figures are valueless 
for the purpose of comparison for many of the most 
commonplace chemical substances of today were either 
unknown or laboratory curiosities in the earlier part of 
the century. The pace of growth and new discoveries 
has been accelerated by recent and prevailing conditions, 
and ail indications are that commercial and industrial 
chemistry in the United States is but at the beginning 
of its career despite the 300 or more years of incubation. 

The chemical industry as it is constituted today is 
one of mass production. Mechanization has been carried 
out to a superlative degree, with the result that labor 
—the bugbear of most other industries—plays but a 
minor part in chemical manufacturing. The most com- 
monly needed raw materials are available in almost un- 
limited quantities, but in the interest of efficiency, most 
manufacturing plants are located close to the source of 
their basic products and this prevents any strong cen- 
tralization of plants. In no other industry in the United 
States is the added value from manufacturing activities 
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quite so high and with no problem of basic raw matert- 
als, inventories are, on the whole, comparatively small. 
Most of the cost items are fairly constant regardless of 
volume, with the result that, given fixed selling prices, 
gross profits for the industry in general, will expand 
almost in proportion to the increase in volume. Or, to 
put it in another way, the chemical industry is one of 
the few in this country that can continue to reduce its 
unit selling prices and at the same time maintain profit 
margins as long as volume of production and sales are 
on the increase. And that condition prevails today. 

The production capacity of the chemical industry is 
large. Ample enough for all peace-time requirements 
with a sizable margin for export. Actual production fig- 
ures for 1940 are not as yet available from the usual 
Government sources but all indications are that the 
value of all chemicals produced last year was in the 
vicinity of $1,500,000,000, about 10 per cent higher than 
in 1937 and a new record high for the industry. But to 
meet that demand, the production facilities of the indus- 
try have been strained while at the same time, chemical 
sales in the first quarter of 1941 indicate that future 
demand will be even higher. The industry is expanding 
its facilities for production as rapidly as possible; up to 
the end of May it let contracts for the construction of 
new facilities with a value of nearly $55,000,000 and 
added to this should be the Government appropriation 
of nearly $414,000,000 for the building of plants to manu- 
facture munitions chemicals. While the industry is will- 
ing to expand its own production facilities as far as 
consistent with its private resources, such resources are 
far from unlimited and it is probable that the bulk of 
future plant additions will be made with Government 
funds, although the new Government-financed plants 
will be operated by the chemical industry under a fee 
arrangement. 

With foreign chemical manufacturers practically elimi- 
nated from world markets by the war and its demands, 
exports to those countries still able to purchase our wares 
should mean a windfall to the chemical industry of this 
country. And so it would be but for the fact that we 
need so much at home for defense purposes and Great 
Britain requires nearly as much of our material as we 
do ourselves. So. the American chemical industry-—with 
the possible exception of sulphur—has little to sell to 
foreigners other than England and, hence, exports are 
of little immediate importance. Total exports will not 
decline sharply but most of them will be to one country 
and that country does not have to be sold but will take 
any available quantity of any chemical in which there 
is a surplus over our own requirements. 

Imports, on the other hand, will continue to decline 
sharply. This is mostly because of the inability to obtain 
shipping space and the inaccessability of some previous 
sources of a very few imported items. Lack of imports 
will be most keenly felt by the fine chemicals trade in 
which relatively rare herbs, essential oils and spices play 
the most important part. On the other hand, the Ameri- 
can chemical industry has developed many satisfactory 
synthetic substitutes for formerly imported products so 
that on the whole, declining imports will not work any 
undue hardship on the industry or the consumer. It was 
the inability of this country to import needed chemicals 
during the last war that started the American chemical 
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industry on its way to its present high position. 

It has been previously pointed out that the chemical 
industry is able either to increase profit margins or to 
decrease selling prices on volume sales and such ability 
should make any runaway market for chemicals unlikely. 
And, with prices held at reasonably steady levels, there 
is no likelihood of any Government “price-fixing,” unless 
it be a purely arbitrary action. Any sharp rise in prices 
for various chemical products is likely to come from the 
middleman rather than the producer so that if a ceiling 
is placed upon chemical prices it will probably be the 
jobber’s price and not the producer’s. 

The same ability to increase profits on volume should 
mean that the industry as a whole should be operating 
at the largest profit for many years. Actually, it prob- 
ably is, but only on a gross profit basis. New plant addi- 
tions will have to be amortized and since they are mostly 
for increased production of critical defense materials, 
this amortization period will be considerably shorter 
than usual. Such writedowns would in themselves serve 
sharply to reduce net profits. Added to higher deprecia- 
tion charges are the ever-increasing taxes both Federal 
and otherwise. It is the combination of higher deprecia- 
tion charges and larger reserves to meet anticipated 
increased taxes that has resulted in the phenomenon of 
nearly 10 per cent lower net incomes in the first quarter 
of this year despite an increase of nearly 40 per cent in 
sales for seven of the largest chemical manufacturers. 
Nevertheless, with demand for chemicals still on the 
upgrade, gross profits should be sufficiently large this 
year not only to offset higher taxes and other fixed 
charges but also to give some margin to spare. In other 
words, it is probable that the chemical industry as a 
whole will report moderately better earnings this year 
than in 1940, although the gain will in nowise be in pro- 
portion to the increase in production and sales. 

Undoubtedly, some chemical products will be placed 
under priorities although it is difficult to see how such 
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action would be detrimental to the manufacturers. 
Already, neoprene, a synthetic rubber substitute, borax 
and boric acid are on the restricted list. In the case of 
neoprene, the product is relatively new and has found 
little actual industrial employment. Its peculiar prop- 
erties—mostly resisting the corrosive effects of petroleum 
products—has made it useful in armament and therefore, 
the modest amount available has been impounded for 
the use of the armed forces of the country. This will 
make possible an expansion of production capacity of 
this produc’: which would have been impossible under 
peace-time conditions and will eventually make avail- 
able to this country’s consumers an adequate supply of 
rubber substitutes in a much shorter than anticipated 
period of time. 


Chemicals on Priorities List 


Borax and boracic acid are plentiful and will probably 
be removed from the priorities list as soon as another 
reserve supply is built up. The inclusion in the list was 
occasioned by the fact that a strike of importance was 
in progress at the borax mines which for a time threat- 
ened a shortage of this common alkali. The strike has 
been settled and production is again under way in full 
swing. There are several other items which may achieve 
the priorities list shortly and among them is at least one 
item that might cause some public inconvenience. The 
item in question is methanol—wood alcohol—used in- 
dustrially as a solvent in the manufacture of munitions 
and as the base for formaldehyde, used in the making 
of many plastics and waterproof plywood used in the 
manufacture of airplanes, etc. The reason for the short- 
age is that there is an even greater demand for ammonia 
combinations made from the same basic raw material, 
which may be coal, wood or petroleum derivatives. 
Methanol is also the base for many inexpensive anti- 
freeze solutions used for automobiles. 

There are literally many thousands of different chemi- 
cals and many of them have an equal number of ways 
in which they may be utilized. Even when grouping the 
various products according to their basic source or man- 


ner of production the number of groups is large. Suffice 
it to say that no one of these groups accounts for one- 
tenth of the total value of all chemicals produced. More- 
over, in only a very few instances does one company 
specialize only in a single group and indeed, as in the 
case of du Pont, Dow Chemical,, Allied Chemical and 
others of similar size, one company manufactures prod- 
ucts which come within almost every broad division of 
the industry. 

By far the most important chemical group from the 
standpoint of relative value of materials produced is 
the synthetic organic chemicals. This term is generic 
since it covers the vast number of coal-tar derivatives 
which includes dyes, medicinals, flavors, solvents, as 
well as the many non-coal tar derivatives which include 
acetic acid, acetone, buty] alcohol, synthetic methanol, 
synthetic camphor and many more too numerous to 
mention. A number of these products will be recognized 
as basic materials for the manufacture of most of the 
newer plastics, synthetic rubber substitutes, etc. Coal 
tar is a by-product of coke making for the steel industry, 
artificial gas, etc., and is the most important source of 
basic raw materials for synthetic organic chemicals. 
Crude petroleum, waste gases from refineries, natural 
gas, acetylene, wood waste and other materials are 
becoming increasingly important as sources of equally- 
as-efficient synthetic organic chemicals. 

Of the synthetic organic chemical group, dyes repre- 
sent about half of the total value of coal tar derivatives 
and approximately 20 per cent of the sales value of all 
of the synthetics. From a point where American industry 
was almost totally dependent upon imported dyes just 
at the time of the first war, now only about 5 per cent 
of all of the dyes used in this country are purchased 
abroad. And due to war conditions, even that small 
amount is becoming increasingly difficult to obtain. 
On the other hand, this country has become a dye- 
exporting nation usually selling from 15 to 20 per cent 
of all of the dyes made here to foreign customers. There 
are approximately 40 dye makers in the United States 
although the largest among them are Allied Chemical 
& Dye, duPont, General Aniline & Film, American 

Cyanamid and Dow Chemical. The first two 





Products of Principal Manufacturers 
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named control approximately 60 per cent of 
the business between them while the others 
have a decreasingly smaller share. But, it is 
readily seen that even in this important branch 
of the industry, the principal manufacturers 
have a number of other interests as well. 
Almost the same group of chemical manu- 
facturers which are mentioned above are inter- 
ested in the plastics industry and its closely 
related explosives business. The combination 
may seem strange until it is realized that the 
same nitrated cotton which is the base for 
celluloid and similar plastics is also the base 
for nitroglycerine, dynamite and other pow- 
ders. The plastics field probably offers one 
e of the widest fields for future expansion and 
it is currently favored by the fact that several 
plastics are finding increasing application as 
@ substitutes for other materials such as. alumi- 
© num, that are no longer available for normal 
use. Synthetic (Please turn to page 382) 
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Excise Taxes 


In reporting out a $3,464,400,000 
revenue bill, the House Ways and 
Means committee included 34 new or 
increased excise tax items. One of 
the most drastic of these taxes was 
an increase from $3 to $4 a gallon 
on distilled spirits. A tax of $1 a 
quart, plus state and sales taxes, 
may deal a heavy blow to consump- 
tion. Taxes on wines and liquors 
were also upped but not to prohibi- 
tive levels. Excise tax on passenger 
automobiles was doubled, as was that 
on tires and tubes. Mechanical re- 
frigerators came in for an increase 
from 51% per cent to 10 per cent, and 
the same increase was made for radio 
receiving sets and parts. Exemptions 
were lowered on admission taxes and 
telephone and telegraph messages. 


For Profit and Income 





New taxes will be levied on all pas- 
senger fares, telephone bills, jewelry, 
photographic apparatus, sporting 
goods, matches, luggage, candy, 
chewing gum, musical instruments, 
bowling alleys and billiard tables. 
A “use” tax of $5 will be levied on 
all automobiles, yachts and_air- 
planes. Furs will be taxed 10 per 
cent and a manufacturers’ excise tax 
of the same amount was placed on 
electrical appliances such as fans, 
irons, cooking appliances, etc. Soft 
drinks will be taxed at the rate of 
1/6 cent per bottle which can doubt- 
less be absorbed without difficulty. 
Both gasoline and cigarettes escaped 
an increase over the present tax 
rate. Some of these items and rates 
may be changed before final enact- 
ment, but it is pretty clear that every 
source of revenue is being explored. 





4 


Douglas B-19, the largest airplane ever built, has successfully completed its first 
flight to the apparent satisfaction of all concerned. 


It will probably be used by 


the U. S. Army as a “flying laboratory.” 
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Commonwealth & Southern Plan 


Commonwealth & Southern Corp., 
has filed with the SEC a plan for 
liquidating its preferred stock by 
distributing in exchange therefor 
common shares of its five northern 
operating subsidiaries. This plan in 
effect is the company’s capitulation 
to the “death sentence” provision of 
the holding company act, and car- 
ries with it the condition that C. & 
S. be permitted to retain the electric 
properties of its five southern sub- 
sidiaries. The plan proposes to give 
holders of each Commonwealth & 
Southern 6% preferred stock, 11/5 
shares of Consumers Power Co. com- 
mon stock; 2/15 share of Central 
Illinois Light Co. common stock; 
4/15 share of Southern Indiana Gas 
& Electric common stock; 14/15 
share of Ohio Edison common stock; 
and 1/15 share of Pennsylvania 
Power Co., common stock. For the 
twelve months ended May 31, last, 
earnings of these companies were 
equal to $8.0335 for each unit dis- 
tributable to Commonwealth & 
Southern preferred. For the year 
1940, earnings were equal to $7.73 
per unit and dividends of $5.53 were 
paid. Dividends in the first six 
months of this year totaled $3.12 a 
share. Based on the current market 
appraisal of a representative group 
of public utility operating company 
common stocks, the aggregate value 
of stocks to be distributed might be 
equivalent to about $80 per share 
of Commonwealth & Southern pre- 
ferred. 


Marshall Field 


Among low-priced shares, Mar- 
shall Field would seem to possess 
better-than-average merit. Recent 
reports are to the effect that all di- 
visions of the company’s business 
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are running well ahead of a year ago. 
Sales have responded sharply to in- 
creased purchasing power and this 
has been particularly true of the 
company’s store in Seattle (Frederick 
& Nelson), where a veritable indus- 
trial boom is occurring under the 
combined impetus of aircraft manu- 
facturing and shipbuilding. Last 
year Marshall Field reported earn- 
ings equal to $2.47 a share and divi- 
dends totaled $1.30. Higher costs 
and taxes will doubtless have a re- 
stricting effect on current operations, 
but results promise to be at least 
on a par with 1940. At recent levels 
around 16, the shares are both rea- 
sonably priced and return a generous 
vield. 


"Moly" 


The old adage, “It’s an ill wind, 
etc.,” has proven only too true in 
the case of Climax Molybdenum. 
Prior to the war the bulk of the 
company’s output went abroad; 
Germany, Russia and Japan were 
the biggest customers. But these 
markets were subsequently cut off 
and the company was left to do 
what it could in domestic markets, 
which had previously accounted for 
only about a third of its output. 
This, however, was no more than 
a temporary hardship, for with the 
urgency of our own defense needs 
molybdenum is fast replacing the 
use of priority-bound nickel in non- 
defense manufacturing. It is claimed 
that molybdenum will do anything 
that nickel can, and while this may 
be a rather extravagant statement, 
the fact remains that it has been 
successfully adapted by the automo- 
bile industry in a number of impor- 
tant alloying operations. It can also 
be used to supplant tungsten, an- 
other vital defense metal. There is 
plenty of molybdenum available, and 
Climax will doubtless supply the 
bulk of it. The downward trend of 
the company’s earnings in 1940 has 
been reversed this year and the more 
promising outlook found response 
marketwise, the company’s shares 
having recovered from a low of 267% 
to recent levels around 39. 


So They Say— 

Earnings of Safeway Stores in the 
first half of the current year will be 
materially better than a year ago 


when $2.35 a share was shown for 
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Preferred Stocks With Arrears 


Earnings Outlook Suggests Gradual Reduction of Back Dividends 


Stock 


National Supply 52% prior........... 
Weltsem G€6- 190 5 5 hee crc olecwescc wes 
Pere Marquette prior 5%............... 
American Locomotive $7................ 
GaGereh Cable Pee 6s ceicc ces ccwsccccews 
Budd (Edward G.) Mfg. 7%............. 
Pittsburg Steel 52% prior.............. 
International Paper & Power 5%........ 
Armour CED SE paler... <<. ccc deecccsss 
General Steel Castings $6.............. 


Arrears Paid This Year Price 
aoa $8.93 3% $2.75 62 
ainsiera 4.50 7.50 74 
eaeies 16.25 eeatea 59 
wits 42.75 3.50 94 
aaudka 52.50 5.25 93 
Pe 71.75 wcaiaeia 68 
Waleres 20.621/2 sgia0 59 
valance 5.00 8.75 66 
haa 18.00 61 
Sewers 58.50 65 





the common. . . . Business on the 
books of American Car & Foun- 
dry is the largest in company’s 
history. ... Earnings of Procter 
& Gamble in the June quarter 
will be the largest ever shown for 
that period. . . . Shares of leading 
retail organizations have attracted 
investment buying. .. . Sales of Cela- 
nese Corp., will break all previous 
records. . Although shipments 
continue at a high rate, unfilled or- 
ders on the books of Baldwin Loco- 
motive continue to mount at a rec- 
ord rate. ... Motor Products is ex- 
pected to show about 50 cents a 
share for the year to June 30, nearly 
double last year’s figure. . . . Second 
quarter earnings of American Air- 
lines are expected to surpass even 
the record-breaking third quarter 
last year... . Raising the price ceil- 
ing on copper to encourage new pro- 
duction by high cost producers is 
still being talked of. 


Black & Decker 


Based on the recent trend of the 
company’s sales and earnings, the 
shares of Black & Decker Mfg. Co., 
offer a fair measure of speculative 
promise. For the twelve months 
ended March 31 last, sales totaled 
$9,234,000 and compared with $7,- 
265,000, for all of 1940. Net avail- 
able for the 384,704 shares of stock, 
which comprise the company’s en- 
tire capitalization, was equal to $2.18 
a share for the six months to March 
31, last, while in the same period a 
year ago net was equal to 99 cents 
a share. The probabilities are that 
for the fiscal year ended September 
30, the shares may show earnings of 
around $4 a share. Black & Decker 
manufactures a widely diversified 
line of electrically operated hand 


tools, which are widely used in vir- 
tually all manufacturing industries, 
and particularly the automobile, 
shipbuilding and aircraft industries 
which figure so prominently in the 
defense program. The past record 
of earnings, as might be expected as 
a result of the company’s dependence 
on general industrial activity, shows 
wide variations. Profits, however, 
have been reported for every year 
since 1933, and dividends have been 
paid from 1937 to 1940 inclusive. 
Total dividends last year were $1.35 
and payments of 90 cents have been 
made to date this year. Financial 
position is good, with the most re- 
cent balance sheet showing a ratio 
of current assets to current liabili- 
ties of about 5 to 1. The shares have 
recently sold around 20, which com- 
pares with the current low of 164% 
and a high of 21%. 


United Drug 5's 1953 


United Drug 5’s 1953 have recently 
sold around 88, at which levels they 
return a current yield of nearly 5.7 
per cent. The issue is of medium 
grade calibre, and although not 
qualifying for the most conservative 
type of investment commitment, the 
only criticism is the comparative 
lack of market stability. United 
Drug, Inc., functions as a holding 
company controlling United Drug 
Co., engaged in the manufacture and 
distribution of drug store merchan- 
dise. Last year net income available 
for interest charges provided cover- 
age of 1.9 times, comparing with 1.8 
times in 1939. The debentures are 
outstanding in the amount of $33,- 
800,000. At the end of last year net 
assets were equal to about $1,500 
per debenture, while current assets 
were equal to about $800. 





Another Lesa At... 


GREAT NORTHERN RAILWAY 


INTERNATIONAL TELEPHONE & TELEGRAPH 
PHELPS-DODGE CORP. 


Great Northern Railway 


Raa NorTHERN’S principal revenue-producing com- 
modities are iron ore and grain. And the prospects for 
heavy shipments of both of these items are the best in 
many years. The great quantities of steel required for 
defense operations account for the much heavier than 
usual shipments of iron ore, and the excellent wheat 
crop prospects—both Spring and Winter wheat—make 
it likely that the second half of 1941 will witness the 
largest operating revenues the road reported in some 
time. 

So heavy have been the movements of the road’s 
principal commodities that it now appears as if the com- 
pany will report a net operating profit for the first half 
of this year. That a profit in the initial six months of 
the year is worthy of mention is because of the highly 
seasonal nature of the road’s business. Iron ore does 
not begin to move until the Great Lakes are free of ice 
and the ore boats can again reach the railroad’s terminals. 
This is usually not earlier than the latter part of April 
or early in May. Thus, under ordinary conditions, the 
road has only two active months in the first half of the 
year. This year, however, the lakes were open much 
earlier than usual and ore shipments started to move 
many weeks ahead of schedule. Added to this, the need 
for ore was so great that shipments started off at mid- 
season volume and the road immediately reached almost 
peak volume. 

The first four months of the year were even better than 
average, although a moderate operating loss of about 
$1,400,000 was incurred. May operations were so excel- 
lent, however, that not only was the initial four months’ 
loss retrieved but for the five months’ period, the road 


TRUAX-TRAER COMPANY 
UNITED ELECTRIC COAL 


showed a profit. June revenues, in the earlier part of 
the month, were reported to be running approximately 
30 per cent ahead of last year’s satisfactory levels. The 
gain over a year ago was caused by a substantial pickup 
in shipments of grain, for ore shipments were at close to 
peak levels in June of both years. Shipments of grain 
are expected to continue at high levels as the old crops 
move out and the new crops move in. The 1941 crop of 
Spring wheat is expected to be a large one. 

If a larger volume of supplies and materials are to be 
shipped to Russia under the new conditions, such trans- 
continental roads as Great Northern will find themselves 
with much additional freight to carry aside from their 
regular specialties. The year’s earnings always depend 
upon second-half activities but the fact that the first half 
year operations were in the black will permit all of the 
benefits of the most active period to be retained. 


International Telephone & Telegraph Co. 


I. T. & T. Co. was among the more fortunate of 
American companies with foreign—particularly European 
—properties, in the fact that it was able to dispose of 
its Rumanian Telephone Company last January for 
$13,800,000. Aside from the properties in England and 
Spain, the company will benefit little if any from any 
of its other European properties. This is particularly 
true of those properties located in Germany and occu- 
pied territories. On the other hand, Asiatic and South 
American properties are doing reasonably well although 
in all cases, the difficulty of transferring funds to this 
country from foreign operations, constitutes one of the 
company’s major drawbacks. 

Part of the sum received for the Rumanian company 
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' has already been applied to reducing the outstanding 





amount of I. T. T. 5 per cent and 414 percent debentures 
by purchase in the open market. Such purchases, made 


| at an average cost of 4454, are already productive of 
a reduction of approximately $380,000 yearly in fixed 


charges. Some of the funds will also be used to expand 
the company’s manufacturing facilities and to furnish 
cash reserves for future bond retirement purposes. 

In the past, much of the company’s manufacturing 
activities were carried on in Europe because of the prox- 
imity to the point of final utilization. Now, with both 
the European operating and manufacturing plants un- 
available, the needs of other operating properties must 
be supplied from America. A new plant is already under 
way in New Jersey to manufacture automatic telephone 
equipment and other devices for export. The communi- 
cations end of the company’s business is continuing to 
carry on at a high rate, especially the radiophone and 
telephone business. 

While the company is finding increased demand for its 
products and services, the fact that most of these are 
sold abroad makes the realization of cash difficult. The 
inability to realize even a sizable part of the cash due 
from foreign subsidiaries will prevent the payment of 
dividends until some more successful manner of repatriat- 
ing funds is devised. The longer term prospects are 
improved, however, by the fact that these foreign subsidi- 
aries are in a position to repay at least a part of the 
former advances from the parent company even if the 
funds are not immediately receivable in this country. 


Phelps-Dodge Corp. 


The most important thing in the nearer term outlook 
for Phelps-Dodge Corp. is the anticipated early comple- 
tion of the company’s Morenci open-pit copper mine. 
The mine is expected to be in production later this year 
and to do so, the company is expending approximately 
$21,700,000. When actually in production, it is expected 
that the new mine will add about 150,000,000 pounds 
yearly to the total output of all properties and bring that 
total up to approximately 480,000,000 pounds yearly or 
about 95 pounds of copper per common share out- 
standing. 

The output of the Morenci mine will be available too 
late in the year to make any appreciable addition to the 
copper output for 1941 and accordingly, the management 
estimates that this year’s output will be but moderately 
larger than that of a year ago. The new property is an 
important item since it is being exploited at a time 
when all domestic copper possible to produce can find 
an immediate market and the selling price—although 
fixed—is productive of a satisfactory profit margin for 
producers of low cost copper such as Phelps-Dodge. 

For the first quarter of 1941, it is estimated that 
earnings after all tax provisions but before depletion, 
were equivalent to approximately 73 cents a share of 
common stock as compared with an estimated figure of 
48 cents a share in the same period of a year ago. At the 
1941 rate it is probable that the full year earnings will 
be moderately better than those of a year ago when $2.49 
a share was reported. 

The last annual report showed the company to be in 
an excellent financial position. Despite heavy sales of 
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copper, metal inventories were not then depleted 
although the company indicated its belief that there was 
no excess above required working stocks. The prospect 
is for continued earnings at approximately 1940-1941 
levels mostly because of the belief that the increased 
production of copper will only serve to offset rising taxes 
and other costs in the face of an anticipated mainte- 
nance of current copper prices for the balance of the 
year. Copper selling at 12 cents a pound is not highly 
profitable, but combined with the recently extended 
copper tariff, should prevent the incursion of heavy vol- 
umes of foreign metal. Since Phelps-Dodge is the only 
large American copper mining company with very little, 
if any, foreign properties, the extension of the tariff bar- 
rier is an uniquely favorable development for it. 


Truax-Traer Coal Company 


Truax-Traer Coal Company just recently made public 
its annual report for the 12 months’ period ended April 
30, 1941. The results were satisfactory, inasmuch as 
they indicated an increase of almost 80 per cent in net 
income from 52 cents a share reported in 1940 to the 
more recent earnings of 92 cents a share. The last quar- 
ter of the company’s fiscal year was fair, with earnings 
of about 16 cents a share 
as compared with 7 cents 
a share in the same period 
of a year ago but the 
January 31 quarter set a 
new quarterly record for 
earnings. These equalled 
76 cents a share, as com- 
pared with 45 cents a 
share for the same period 
of 1940. Indications are 
that both production and 
shipments are running at 
full capacity. 

Operating, as it does, 
mines in the middle west 
and West Virginia, the 
company is favored by a 
strong demand for coal 
from the heavy indus- 
trial operations in its ter- 
ritory. The company has a potential production capacity 
of about 6,000,000 tons yearly of which better than half 
comes from Canadian properties. These latter facilities 
are of great importance to the Dominion at the moment 
because of the heavy war effort and the preference for 
Canadian products. The preference is based, of course, 
upon monetary exchange conditions rather than upon 
any demonstration of nationalism. 

The company’s financial position is not strong although 
it is adequate. The need for working capital is habitu- 
ally met by recourse to bank loans. Recently, $1,500,000 
was borrowed from Chicago banks to consolidate previ- 
ous loans and equipment notes. The latest loan extends 
for 5 years for the longest installment of $500,000, while 
the remainder is to be amortized at the rate of $250,000 
yearly for the first 4 years. Taxes are an imponderable 
subject for a company of this type. Due to the fiscal 
year ending on April 30, the (Please turn to page 384) 
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The Personal Service Department of THE MaAGAzine oF Wauu STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





P. Lorillard Co. 


The many complex factors bearing on the 
outlook for the tobacco industry have con- 
fused me to such an extent that I am unable 
to decide on a definite course regarding my 
75 share investment on P. Lorillard which I 
bought some time ago at 244%. How have 
“Old Gold” sales responded to the new 
“Something New Has Been Added” advertis- 
ing campaign? Do you know whether the 
costs of promotion is out of line with the net 
return on increased sales? What was the 
reason for the large number of P. Lorillard 
shares sold in May? How should P. Lorillard 
particularly be affected by passage of the new 
treasury tax proposals? How does P. Loril- 
lard’s cigarette sales trend compare with its 
competitors? Are production costs rising? 
What about the status of raw tobacco inven- 
tories for this Company? Given continued 
expansion of sales volume at the current rate 
—subject to increased taxes at maximum, can 
P. Lorillard maintain and improve upon the 
$1.69 per share earned in 1940? Do you 
advise me to hold—or sell?—B. J., Louisville, 
Kentucky. 


Tobacco companies such as P. 
Lorillard Co. are subjected to an 
ever increasing tax burden. Not- 
withstanding increased taxes it is 
believed that consumption of to- 
bacco products will continue to com- 
pare favorably with 1940 results. 
Sales for the year 1941 have been 
running ahead of the like period last 
year and Old Gold cigarettes a brand 
manufactured by the company are 
doing their part. With additional 
Federal taxes on cigarettes imposed 
last vear the sales of company’s Sen- 
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sation brand of cigarette in the 10- 
cent price field was adversely af- 
fected but with the subsequent in- 
troduction of Beech-Nut a low-priced 
long cigarette, conditions have im- 
proved. It is believed that the vol- 
ume for Beech-Nut and Sensation 
will be up to that formerly enjoyed 
by Sensation in the near future. 1940 
operations in the cigar field were 
favorable although only in a minor 
way. Chewing tobacco sales are in- 
creasing with the Beech-Nut scrap 
grade producing nice gains on a com- 
parable basis. The new excise taxes 
amounting to approximately $230,- 
000,000 for the tobacco industry, if 
proposals before Congress are en- 
acted, would amount to approxi- 
mately 1 and one-half cent per pack- 
age on cigarettes which in all proba- 
bility could and would be passed on 
to the consumer not adversely af- 
fecting the earnings of this company. 
The trend toward “roll your own 
tobacco” has been cutting into sales 
of factory wrapped cigarettes and it 
is quite possible that such a condi- 
tion will continue and perhaps in- 
crease in volume. 





The company is not able to in- 
crease sinking fund retirement on its 
7% bonds but it should be remem- 
bered that such bonds will be retired 
in about three years. Upon retire- 
ment of these bonds the savings 
would be approximately 20 cents 
per share of common stock. For the 
year 1940 earnings per common 
share were $1.69 per share the same 
as earned in 1939. Under present 
excess profits taxes using the invested 
capital base, Lorillard could earn 
approximately $3 a share before be- 
ing subjected to this type of taxa- 
tion. 

Advertising programs, such as 
“something new has been added” all 
have their affect upon sales as the 
tobacco industry is dependent upon 
rew up-to-date and catchy advertis- 
ing programs. Advertising costs are 
usually high but in the past have 
been proven to be worthwhile. It 
appears that the reason for the large 
number of shares traded in May for 
Lorillard stock was due in part 
to a block of more than 100,000 
shares of various tobacco stocks be- 
ing sold from an estate. Such orders 
were executed in the open market 
and caused a somewhat higher vol- 
ume for the month. 

In view of the strong financial po- 
sition of the company it is believed 
that dividends in the year 1941 will 
compare favorably with the $1.20 
paid in 1940. While sales of cigarettes 
in May, 1941, set a new record and 
should continue to increase, it is our 
helief that net earnings will not en- 
joy proportionate improvement due 
to higher operating costs and_ in- 


(Please turn to page 377) 
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Prepaid and Instruct Us to Answer Collect. 
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During the past fortnight, per capita Busi- 
ness Activity has risen nearly a point to a new 
all time high—mainly due to sharp expansion in 
Bituminous Coal production and Lumber 
shipments, which helped Carloadings. Steadi- 
ness in Steel operations at a time when the 
normal trend is downward also contributed to 
the improvement. Per capita Business Activity 
rose during June to about 119.7% of the 1923-5 
average, from 115.4 in May and 96.7 in June of 
1940. Average for the second quarter was 
114.2, against 109.6 for the first quarter, show- 
ing a 23% rise over the second quarter of 1940. 
Average for the half year was |i1.9—or 20% 
above last year. Without compensation for 
population growth our June index reached 140, 
compared with 135 during May and 113 for 
June, 1940. Adjusted to the basis on which the 
Federal Reserve Board's index of Industrial 
Production is computed, our own index of 
Business Activity rose in June to 147%, of the 
1925-9 average, from 142 during May and 118 
for June of last year. 

x * * 


In view of the sharp rise in general business 
volume it would not be surprising if second 
quarter profits averaged about 20%, above the 
like period last year, with moderate improve- 
ment over the first quarter. Dividends declared 


(Please turn to following page) 






















CONCLUSIONS 


INDUSTRY—Material shortages are 


forcing curtailment in output of con- 





sumer durable goods. 







TRADE—Sales of consumer durables 
up 45% since war outbreak, against 
10% for nondurables. 





COMMODITIES — Growing opposi- 
tion to inequalities of recent price 


control efforts. 





MONEY AND CREDIT—Bank earn- 
ings improve. Commercial borrow- 
ings largest since 1937. Treasury ex- 


penditures at new peak. 
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Latest Previous Last 
Date Month Month Vere PRESENT POSITION AND sdudientathate 
INDUSTRIAL M 149(pl 140 115 
PRODUCTION(a)| sid (pl) (Continued from page 371) 

— OF PRODUCTION AND .| during the first half, however, showed a conserv- 
RADE (b) ee May 104 104 108 ative increase of only 8. 3% over last year. Nat- 
ci Se a See May 107 106 111 ional Income at present writing is running at 
Durable Goods.............-. May 107 109 113 the annual rate of $85 billions and is expected to 
Non-durable Goods SURG Radic sceve May 106 105 110 reach $92 billions next year compared with only 
Primary Distribution CSE: May 98 98 106 $74 billions last year. Farm Income this year 
Distribution to Consumers Se ee May 103 104 105 is expected to reach $10.6 billions, $1.5 billion 
Miscellaneous Services......... May 101 102 103 above last year, and with a purchasing power 8% 

| th 1929. 
WHOLESALE PRICES (h)....... May 84.1 82.8 OE clean 
INVENTORIES (n. i. c. b.) — 
MPRIINERS Soc nS ees euse obs May 137.7 134.5 1423 . ee 
ROMINA «oc oo c ccvsa conve May 247 241 130 a pete Whal 
MEMUIEE SE < Cshec epee suede May 185 178 116 ee ‘%o ee ee ee ee 
<i s R etaaie aaee | Es <I _—_ sale prices have risen 13% (including a 26% jump 
COST OF LIVING (d) | in farm products). Retail prices are up 4%, and 
the Cost of Living 2.6%. Sensing that the control 
ie ai | May 87.4 86.9 86.0 7 age 
of Retail Prices by admonition is bound to break 
SS RR GA Ret REE can Rie May 82.2 81.0 80.6 d stale hp mone ona : 
MUNN Ag Pass 6 cO.cereeen May 88.0 87.8 86.7 ee ee ee ee eee 
; | and material costs, the Administration is seeking 
RMN ice eB sh niet May 73.6 73.3 73.1 cata ents te rd al 
Fuel and Light................ | May 86.4 86.4 84,1 | Seen Rem Sengeen to Hy menentory contor. 
; Because of opposition from labor and agricultu- 
RRR oes, oes tec | May 98.5 98.3 97.0 : 
Purchasing value of dollar May 114.4 1154 116.3 ral pressure groups, New Dealers (led by Chair- 
ie AR Sig Se RR ce | ‘ ; ; man Eccles of the F. R. B.) are turning to the more 

NATIONAL INCOME (cm)j....| April $6,744 $6,815 5,965. |_ Politically expedient policy of squeezing profits 

as a means of controlling threatened inflation, on 

CASH FARM INCOME: the theory that business is the primary dispenser 
Farm Marketing...............| April $670 $610 $562 of purchasing power in the form of payrolls and 
Including Gov't Payments....... | April 709 681 627 dividends. ry wi that > _— permit dis- 
Total, First 4 Months........... April i errr 2,616 bursement of liberal dividends and encourage 
Prices Received by Farmers (ee)..| April 110 103 98 demands for higher wages. 

Prices Paid by Farmers (ee). April 124 123 123 stiffer profits taxes are preferred to higher indi- 
Ratio: Prices Received to Prices vidual income taxes, and accounts for the seeming 
ES eee April 89 84 80 paradox of banning price increases on consumer 
Serer = ———| durable goods which compete with defense in- 
hig ter en (f) ia iii — a dustries in comsumprion of strategic raw material. 
pemiie GODS .....650555..02-5 pri : i a 
Non-durable Goods........ 2 _Apiil 117.8 116.0 107.6 | sb ies ais 
Y PAY April 134.4 131.2 91.9 | 

FACTORY P ROLLS (f) - a ane ee According to the National Industrial Confer- 

RETAIL TRADE ence Board, New Orders booked by manu- 
Department Store Sales (Ff). . May 106 104 89 facturers during May were 1.5% ahead of April 
Chain Store Sales (g)......... May 132 132 116 and 90% above last year. 

Variety Store Sales (g)...... May 137 136 121 like month of 1940, Shipments during May 
Rural Retail Sales (j).... May 161.8 165.1 133.8 were up 60% and Inventories 18%. 
Retail Prices (s) as of........ May 98.9 98.9 92.8 sale Sales during May were 32% over 1940 

nena — =< Tes with Inventories up 16%. 

ei tm a , ro $385 $357 $393 Sales in the week ended June 21 were 17% above 

, se oe — if Porte “i. ae an last year, compared with a gain of only 14% for 
Cumulative year's total? to.. pr ; sts ; 
Merchandise Imports f pare eo April 286 268 912 for four weeks and for the year to dete 
Cumuletive year's total f to. ; Apr. 30 1016 kw sees 871 is 
| RAILROAD EARNINGS | ma 
Total Operating Revenues* April $375,008 $321,567 | For the first time in nearly 11 years Carload- 
Tote! Operating Expenditures * April 274,938 248,878 ings have crossed the rp mark and are ex- 
Taxes* April 36,546 30,727 pected to peak around 1,000,000 this autumn 
Net Rwy Operating income * April 52,569 34,121 if operating difficulties can be overcome. 
Operating Ratio %.. April 73.32 76.46 effort to avert threatened traffic congestion, a new 
| defense boss will soon be appointed to coordinate 
BUILDING Contract Awards (k) A transportation by rail, air, water and motor truck. 
F. H. A. Mortgages May $549 $407 $329 _ Army travel, and diversion of traffic from boats, 
Selected Appreisel j Mey 147 151 129 | planes and automobiles are expected to boost 
Accepted for Insurance? Mey 95 88 80 rail passenger revenues this year to at least $500 
Premium Paying} Mey 65 60 94 | millions, best since 1931. Out of a $318,000,000 
| Building Permits ( | increase in gross revenues for five months, Class 
214 Citiesf...... Mey 130 125 110 | 1 carrier saved $145,000,000 for N. O. |., 
New York City Mey 13 17 16 | ing in a gain of 73% over last year. 
___ Total, UE t aoe Mey 143 142 126 | Engineering Construction contracts awarded 
Engineering Contents (En) haw $409 $389 $289 | for the year to date were 104% above last year. 
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Diets Month Month Yeat PRESENT POSITION AND OUTLOOK 
STEEL 
Ingot Production in tons*®....... May 7,102 6,758 4,968 As Automobile production is already be- 
Pig Iron Production in tons*....| May 4,600 4,334 3,514 ginning to taper off field stocks (now amounting 
Shipments, U. S. Steel in tons*..| May 1,745 1,688 1,084 to less than two weeks’ supply) will soon be 
—_— exhausted, leaving producers with large unfillable 
AUTOMOBILES orders as the 1941 model season closes. Recently 
Production announced price increases on 1941 models have 
(ES Cee April 577,192 525,000 411,277 been allowed to stand, but heavy curtailment in 
Total 1st 4 Months............ 19M ~ 1875 GAP wks ee 1,581,889 production of 1942 models will raise unit costs 
Registrations of most manufacturers to above the break even 
Passenger Cars, U.S. (p)........ April ASG OTA nse nes 348,632 point. 
Meeks, Wo SHB). v6. eos Aprii fof; re 50,000 ses . ys . ioe 
2 reight Cars ordered during June numbere 
PAPER (Newsprint) | 99,799, making a 12-months’ total of 141,209, 
Production, U. S. & Canada * (tons)../ May 376 367 414 which was greater than for any calendar year since 
Shipments, U.S. & Canada*® (tons).| May 383 377 423 1924. A Bituminous Coal shortage looms for 
Mill Stocks, U. S. & Canada* (tons).| May 188 195 222 this year, owing to a 10% rise in demand, a 56% 
LIQUOR (Whisky) reductions in comsumers’ stocks consequent upon 
Production, Gals.*.............. May 12,097 ...... 11,492 | the coal strike, and a 58% cut in surplus coal cars. 
Withdrawn, Gals.*.............. May jo ee 5,827 Summer Anthracite operations are now the most 
ee we are May 502847... 480,599 | Profitable in years, owing to prompt response to 
Z : : the Government's “buy early’ requests. 
GENERAL eos 
Paperboard, new orders (st)....... April 580,038 534,988 480,250 Tax-beating purchases lifted Cigarette with- 
Railway Equipment Orders (Ry) drawals in May to a new high for that month and 
PGCOMOUNe 8. Ssn os on cesis May 101 68 27 9.7% above last year, making a five-months’ in- 
POTONCANS 6 (ae deinedecs o-bre-aeislore May 19,221 16,091 1,734 crease of 11.3%. Tax buying during May also 
Passenger Cais occ k cess cece May 32 33 16 boosted Whiskey withdrawals to 30% above last 
Cigarette Productionf............ May 17,858 15,854 16,275 | year. Portland Cement shipments for May 
Bituminous Coal Production * (tons).| May 43,400 5,975 34,896 | topped last year by 22%. 
Commercial Failures (c)........... May 1,119 1,149 1,238 | 
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altel at Date Week Week Ago _PRESENT POSITION AND OUTLOOK 
M. W. S. INDEX OF BUSINESS : 
ACTIVITY 1923-25—100...... June 28 121.2 119.8 97.7 | Resemption of cnantions lo Geeded ocntbes 
ELECTRIC POWER OUTPUT | brought sharp recovery in Electric Power out- 
I ini petri es June 28 3,121 3,056 2,660 | puttoanewall time high and 17/ above last year. 
- - Best comparative showing is in New England with 
TRANSPORTATION output 22% above last year. Continued shortage 
Carloadings, WE vas knwtcavnees June 28 908,664 885,558 752,326 in the southeast, where output is off 33%, has 
CNB seek c deren eriencaeveson June 28 52,931 46,574 44,778 caused the FPC to order linking of power facilities 
(| EA eo Oe eh cere meee June 28 170,884 161 A 31 123,540 from Florida to Illinois and from Texas to Virginia. 
Forest Products. ree eece see ccceees June 28 46,404 43,555 35,884 There is even talk of bringing power down from 
Manufacturing & Miscellaneous... . June 28 382,627 376,225 309,397 the northeast as soon as connecting links can be 
L. Cc, Fe Mdse eet PEESSEVENS XS June 28 159,300 PR, 59,765 ; 149,432 — constructed. 
STEEL PRICE | palate 
Pig “hp aS as tely 1 23.61 23.61 29.61 | For the first time on record, Steel mills in the 
Scrap $ per ton (m).............. July 1 19.17 19.17 18.92 | a Meo worked this ya on July 4, sir oh 
Finished ¢ per Ib. (m)..........-. July 1 2.261 2.261 2.261 | “Stene thet henages Sy eet semp enny soen teres 
eR) Pee secu a ae “"~ | curtailment. Meanwhile defense needs are mount- 
STEEL OPERATIONS ing so rapidly that it is becoming more and more 
% of Capacity week ended (m)....| July 5 93.5 100.5 75 | difficult for civilian users to obtain delivery. 
—— ieee = -— cael acess ia | SI * * 
epee = ACTIVITY his ei canis pone — | To help relieve threatened Gasolene and Oil 
ee ee eters ene eres reece Smee . ° ‘UO | shortage, three tankers have been transferred from 
PETROLEUM | the west to east coast runs. Through one device 
Average Daily Production bbls.*..| June 28 3,847 3,858 3,640 | and another hope is emerging that pinch along 
Crude Runs to Stills Avge. bbls.*..| June 28 3,930 3,845 3,608 | the eastern seaboard this summer and winter may 
Total Gasoline Stocks bbls.*...... June 28 91,461 91,916 94,298 not be so severe as at first feared. Use of tank cars 
Fuel Oil Stocks, bbls.*.......... June 28 92,896 93,281 104,344 | Would raise gasolene cost by at least 4c. Justice | 
Crude—Mid-Cont. $ per bbl... ... July 3 1.17 1.17 1.02 Department promises no anti-trust action for co- | 
Crude—Pennsylvania $ per bbl....| July 3 2.03 2.03 1.98 operation with Ickes. 
Gasoline-—Refinery $ per gal...... July 3 .08 .08 06% 


tMillions. *—Thousands, (a)—Index Federal Reserve 1935-39—100. (b)—Federal Reserve Bank of N. Y. 100%-—estimated | 
long term trend. (c)—Dun & Bradstreet. (cm)—Dept. of Commerce estimates of income paid out. (d)}—Nat. Ind. Conf. Bd. 1923—100. | 
(e)—Dept. of Agric., 1924-29—100. (ee)—Dept. of Agric., 1909-14—100. (En)—Engineering News-Record. (f}—1923-25—100. | 
(g)—Chain Store Age 1919-31—-100. (h)—U. S. B. L. S. 1926—100. (j)—Adjusted—1929-31-—-100. (k}—F. W. Dodge Corp., (m}— | 
lron Age. (n)—-1926—100. (n. i. c. b.)-—Nat. Ind. Conf. Bd. 1935-39—100. (p)—Polk estimates. (pc}—Per cent of capacity. (p!}— 








Preliminary. (r)——Revised. (Ry)—Railway Age. (s)—Fairchild Index, Dec., 1930-100, (st}—-Short tons. JJ re 
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Trend of Commodities 


Growing opposition and grumblings of dissent over the 
inequalities of price control measures were apparently 
responsible for some recovery in commodity prices follow- 
ing the sharp decline precipitated by Commissioner Hender- 
son's expressed intention to fix cottonseed oil prices at a 
level substantially under the market. Something in the 
nature of a show-down in the matter of price control appears 
to be rapidly approaching. It is not Commissioner Hender- 
son's lack of sincerity, or any serious bungling on his part 


that is to be blamed for the present confusion, but the lack 
of proper enabling legislation and the many complex factors 
involved in any attempt to arrest the forces of supply and 
demand. Any sensible effort to stem an inflationary price 
rise will be accorded full public support, but it will have to 
be taken without fear or favor. Half-way measures will not 
suffice. It hardly makes sense to encourage soaring farm 
prices, while freezing prices of automobiles and tires, as the 
average householder will soon find out. 








U. S. DEPT. OF LABOR COMMODITIES INDEX 19262100 
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1941 1941 
: bs: High Low June27 July 2 High Low June27 July 2 
28 Basic Commodities... ... 149.5 105.6 149.5 146.1 Domestic Agricultural... . . . 149.2 111.4 149.2 146.1 
Import Commodities. -e see Se 104.7 153.0 152.4 Se 159.6 100.5 159.6 154.1 
Domestic Commodities... . . 147.3 105.5 147.3 142.5 Raw Industrial............. 142.2 101.3 142.2 140.3 
ECB BRR STS AER RE ECA ETT LT STIS BDC IE 
Latest Previous Year 
Date Wh abtiie Wh cctlin Ago PRESENT POSITION AND OUTLOOK 




















| 
be inane per pound, closing Cotton. Prices of cotton futures for the week 
OU eee atin a dagidee | July 5 14.62 14.50 10.04 | showed advances of 12 to 17 points despite the 
Rd ke | July 5 14.80 14.68 9.45 | teaction at the beginning of the week due to the 
i ceeenmre a ae 15.33 10.71 | OPACS threat to impose ceilings much below 
(In bales 000’s) present levels in the cottonseed oil market. A 
Consumption, (0. S..5. 6 ..500005- May 919 920 642 complete halt in the cotton goods market was ex- 
Exports, wk. end................ July 3 5 15 perienced with the announcement of a ceiling on 
Government Crop Est. (final). ... .. 1940 12,686 ..... 11,817(ac)| cotton gray goods at about 15 per cent below the 
a present market. Apprehension that the Price 
| Administration might extend its price fixing pro- 
WHEAT gram to basic agricultural products brought sharp 
—_ cents per bu. Chi. closing fie 1.0414 wis 164 protests from the Congressional farm bloc. 
escent Nay ean Vel sid Nice ems ieighe uly O04, 4 ly 
i ERIE July 3 1.05 1.044 77 see 
Exports bu. (000's) since July 1 to.| June 28 170,308 165,618 147,852 Wheat. At the close of the post arg 
Exports bu. (000's) wk. end....... June 28 4,690 3,534 2,608 session wheat prices ranged from Y% up to ¥% 
Visible Supply bu. (000's) as of...) June 28 126629 119,884 85,496 cents off from the close of the previous week. 
Gov't Crop Est. bu. (winter) (000's).| Dec. 1 816,698 ..... 751,435(ac), Some of the ground lost earlier in the week fol- 
| lowing the announcement on cottonseed oil was 
| regained but no real strength was shown. Cash 
CORN ’ , | | trade continues inactive but mills and elevator 
Price cents per bu. Chi. closing | | interests were fair buyers in the southwest. 
July..... 6. eee e cece cece e eens | July 3 73% 12% 60% | Weather condition scontinue favorable, generally. 
September..................- | July 3 715% 15%, 57 | Private estimates of winter wheat for July are 
Exports bu. (000's) since July 1 to.| June 28 22,619 22,619 28,608 | below the June figure of the goverment of 
Visible Supply bu. (000’s) as of...| June 28 48,225 50,362 24,938 | 698,000,000 bushels. 


Gov't Crop Est. bu. (000's) (final)...! 1940 2,449,523 





2,619, 31 7(ac) 
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Date Wk.orMo. Wk. or Mo. Ago PRESENT POSITION AND OUTLOOK 
e la COPPER 
fi Price cents per Ib. Copper. At the close of the past week the 
d PIOIICANC ace iain see ans July 5 12 12 10% July emergency pool was put at 20 per cent of 
y an Expl SutWe Y coce vcibss es buss July 5 11 11 10¥%| the April production and at the same time giving 
Price Refined Prod., Domestic*......... May 89,390 89,687 86,029 authority to producers to proceed as usual on the 
ve to Refined Del., Domestic*.......... May 141,801 123,580 69,467 remaining 80 per cent. Regarding the wage dis- 
ill not Refined Stocks, Domestic*........ May 31 95,568 98,789 178,664 pute at the American Brass Company, : ‘ 
farm : learned at the close of the week that the C | 
3's TIN workers would vote on proposals submitted by 
the re ee re July 5 53 527% 52.00 Federal Conciliator Steelman. 
Tin Plate, price $ per box......... July 5 5.00 5.00 5.00 ee &« 
—— World Visible Supplyt as of...... May 31 40,777 38,788 30,562 
2 U.S: Deliveries t ele Ah Ne are May 10,490 13,955 7,905 Tin. World production of tin in May is 
U. S. Visible Supplyf as of ....... May 31 7,205 5,016 3,677 | estimated at 22,200 long tons compared with 
5 | 17,100 long tons in April. In the first five months 
| LEAD | 96,000 tons compare with 85,400 tons in the 
1 [> Price cents perilo., Ni Y,......... July 5 5.85-90 5.85-90 5.00 | 1940 period. 
| U. > romaine” REM eee aed | May 60,509 56,086 46,268 | ~ ee 
Ares SSHRC IS ts gs coc ookccxts co sicrclorclass Ma 69,382 59,169 46,919 | 
y , ! g Lead. Good news reached the market last 
] Stocks (tons) U. S., as of.......... | May 31 34,018 42,899 62,955 | week when it was reported that the Government 
H INC | was negotiating with producers of lead in Mexico, 
| | Pe. nities ia tack | ‘i : vas vain pom Canada and Peru for nr — and that 
eel 2 re uly : ; ; . t b : 
| as + ere 64,657 63,910 51,457 some announcement would be made soon 
| We eee | May 63,638 62,974 41,183 = Fer 
Stocksi WSs as Of@ sc. ccce bee ene | May 31 8,305 7,286 5,851 Zin ii (icant 
| Poe inc. e close o 
| SILK | American Metal Market reported a rumor — 
= | | its Washington correspondent that there is a goo 
| he Lage arti semiaiee rod : i wee wu chance that zinc would be taken off the manda- 
Visible Stocks N. Y. (bales) as of. . May 31 50,341 49,373 43,285 tory priority list. ee 
| RAYON (Yarn) | Rubber. Fixing of ceiling prices on tires, 
| | “Pree Cente Er tOy «<<. o66es os oe ceo | July 5 53 53 53 tubes and other finished rubber products would 
Consumption (4). cc 6. sc esses | April 38.7 35.4 30.7. | be deferred for some months was the latest com- 
Stacks este C4)... ccsrccccine oe ecion | Apr. 30 a 10.2 11.6 | ing out of Washington last week. es a of 
| rubber from Malaya during June totaled 71,871 
| WOOL | Fons, a decrease of 2,800 tons compared with 
| Price cents per Ib. tops, Boston, fine) July 5 1.08 1.08 99 May. . ; = 
— | Consumption, period ending (a)....| Apr. 30 46,970 39,416 17,471 
a as os Cocoa. In the first half of this year cocoa 
—- | HIDES | arrivals have reached the record breaking total 
| Price cents per Ib. No. 1 Packer...) July 5 15 15 12%! of 3,103,367 bags and warehouse stocks have 
| Visible Stocks (000's) as of ....... Apr. 30 = 13,016 13,230 12,362 | made anew high record of 1,418,130 bags. 
| No. of Mos. Supply as of........| Apr. 30 5.89 6.02 7.09 | ; i 
| Boot and Shoe Production, Prs.*.. i April 42,772 42,663 37,816 
nd | | fee. It i ted that the Government 
RUSSER | comers Prodi prices on coffee. 
2k | Price me ye \ cee | July 5 21.75 22.00 20.62 | This fact has been rumored for many months past. 
1e eee. — Sree ree | May 106,159 63,305 51,571 Hie 
1e HOCKS(O), OOS. OF. cscs cine ee | May at T1187 71,374 54,513 . 
| Tire Production (000's)........... | Ma 6,073 5,823 5,413 
w } ¥ , ’ ‘ - 
A —— sel nee ema | May 7,733 6,050 3,720 h cay es Pig hee br Pe Ret pet 
: i t 000’ RS ae shoe factories i i 
. = phinncotils wane = a moe citi isalahe 10,998 | pected to surpass the 1937 record of 233,000,000 
e | COCOA — e es 
e |, ankteercents penlie: 2.0.5 05 ccc sks | July 5 7.85 7.95 4.69 | 
>- Arrivals (6ags'000's)............. | May 537 468 272 | Silk. Last week it was announced that Japan 
p Warehouse Stocks (bags 000's)....) ..... 2... ee > | Ser ce | had recalled its ships to their home ports. It is 
| | expected by many in the trade that imports of | 
| COFFEE | raw silk will be reduced materially. Many mills | 
y | Price cents per Ib. (c)............ | July 5 1154-% 1134 6% | are reported to have taken in sufficient supplies 
fg Imports, season to (bags 000's)....| June 1 16449 ....... 12,762 to cover their needs over the next two or three 
7" U.S. Visible Supply (bags 000's)..| June 1 2,762 2,823 1,640 | months. 
- r = ao * * * 
s | SUGAR | | 
h | Price cents per Ib. | Sugar. No. 3 sugar gained modestly last week 
r MWe ieilioiniecaitsecccc ULM, 5 3.45 3.50 2.70 | and the domestic market gained confidence on 
2 Refined (Immediate Shipment)...| July 5 5.05 5.05 4.50 | the reported withdrawal of Japanese ships which 
A | U.S. Deliveries (000's)*.......... May 513 587 605 |_ it is believed would restrict Philippines. 
, | U.S. Stocks (000's)* as of (rr)... May 31 1,000 933 1,088 | 
f 
tLong tons. *Short tons. (a)—Mi.lion pounds. (ac)—Actual. (c)—Santos No. 4 N. Y. (p)—Preliminary. (rr)—Raw and 
refined. *—Thousands. NA—Not available. 
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Date Week Week Ago COMMENTS rs 
INTEREST RATES 
Time Money (60-90 days)........ July 5 114% 114% 114% a ‘ 

; ‘ y features were noted in the 
Prime Commercial Paper.......... July 5 12-54% 1-34% ih-34% quarterly statements of New York City Banks 
Call Money Sees re sce a tet ete oS July 5 1% 1% 1% recently made public. Earnings of all the leading 
Re-discount Rate, N. Y........ ae July 5 1% 1% 1% institutions were generally above the level of the 

CREDIT (millions of $) | second quarter a year ago and most of them were 
| Bank Clearings (outside N. Y.).....| June 28 3,392 3,830 2,616 able to improve on their showing for the March 
| Cumulative year's total to......... May 31 T1910 3 ..0%%. 55,059 quarter. Statements reflected the substantial in- 
| Bank Clearings, N. Y............. | June 28 3.410 3.743 3.105 crease in commercial borrowing which has followed 
Cumulative year's total to......... | May 31 73,300 teint 70,572 | in my —— oe —— hier 
F. R. Member Banks were lower than at the end of March but in nearly 
Loans and Investments..........| June 25 28,279 28,155 23,581 all cases higher than a year ago. Most of the 
Commercial, Agr., Ind. Loans...| June 25 5,825 5,792 4,399 conga an to rd Negi nti 
Brokers Loans...............-- | June 25 487 411 309 _ portfolio while holdings of “other securities” were 
asic... eee 11,274 11,249 9,202 | less than three months ago. | 
| Invest. in Govt. Gtd. Securities...| June 25 3,030 3,038 2.408 | 
| Other Securities............... June 25 3,651 3,606 3,536 Since the beginning of the current year out- | 

Demand Deposits............. June 25 24,046 23,872 20,681 standing loans of all Member banks have increased 
sie Soa a ‘ + * + .| June 25 5,410 5,407 5,312 nearly one billion dollars, bringing the total in 

ew York City Member Banks excess of $10 billions for the first time since 1937. 

Total Loans and Invest..........| July 2 11,865 11,812 9,273 The gain is practically all accounted for by loans 

Comm'l Ind. and Agr. Loans....| July 2 2,264 2,231 1,712 to commerce, industry and agriculture. Holdings 

realy nae, ECE | July 2 382 349 262 of U. S. Government bonds by these same banks 

one. OF. Bhs... 55. | July 2 5,314 5,261 3,926 increased $1.8 billions in the first six months of 

Invest. in Gov't Gtd. Securities... July 2 1,707 1,716 1,290 this year to a new peak at $1 3,304,000,000, 

Other ee | July 2 1,344 1,402 1,289 anda gain of more than $2.5 billions since a year 

——— ins si ncwceute ried : ae = "ee ago. The gain over the next twelve months may 

ime eposits + aie isl’ os wd. e: olole uly be even larger. 
Federal Reserve Banks 
Member Bank Reserve Balance...| July 2 13,125 12,985 13,337 : 
| Money in Circulation.......... July 2 9.704 9,490 7.924 The Treasury statement for the fiscal year ended 
| June 30 disclosed total expenditures of $12,710- 

Gell edk.....-.<.-.0.+--... July 2 226297 22690 20,063 ' 

000,000 an increase of $3,712,000,000 over 

Treasury Currency.............| July 2 3,150 3,148 3,014 i 

| 1940. Total receipts of $7,607,000,000 were up 
| Lee eee July 2 2,276 2,275 2,190 : 
Ennaey Mnesions | July 9 5.970 5.150 6810 $2,220,000,000 from the previous year. The 
ER CSa NE A SN Se | a : 4 net deficit, excluding debt retirement, was $5,103- 
Latest Previous Year 000,000, or more than $2,492,000,000 more than 
| NEW FINANCING (millions of $) | Month Month Ago on July 1, 1940. 
OSTA NSE ORE eee rare Say Roce May 261 148 112 
er re | May 64 40 29 
I sc u's pine a neee | May 197 108 83 | 
THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 
1941 Indexes 1941 Indexes 
INo. of 
| Issues (1925 Close—100) High LowJune28 July 5 (Nov. 14, 1936, Close—100) High LowJune28 July 5 
390 COMBINED AVERAGE... 56.9 46.3 50.5 50.8 100 HIGH PRICED STOCKS.... 60.10 51.01 55.06 55.58 
100 LOW PRICED STOCKS..... 48.23 37.78 40.86 40.85 
4 Agricultural Implements..... 92.1 72.2 90.1 92.1 3 Liquor (1932 Cl—100)..... 148.2 111.5 124.7 135.8 
9 Aircraft (1927 Cl—100).... 183.9 137.1 165.9 165.8 DAVIACMINOIN ; 6 oso wane bas 111.9 88.0 97.0 97.8 
4 Air Lines (1934 Cl—100).. 314.1 198.9 2292.4 2929.1 oh OS eT ee 75.6 64.3 67.9 68.0 
6 Amusements.............. 24.2 20.8 23.2 23.0 4 Meat Packing.............. 53.2 40.3 464 44.8 
14 Automobile Accessories.... 95.7 74.8 80.3 80.4 11 Metals, non-Ferrous......... 138.6 109.5 123.3 122.8 
13 Automobiles.............. 11.1 7.5 8.1 8.1 MPRBRE Co 8errs icra nro dee orse 136 140 124 12.2 
3 Baking (1926 Cl_—100)..... 10.7 Au 7.8 8.1 DA ARA RNIN ss a5 55-5 0cer:0 srersiaiore 81.1 67.4 79.1 81.1h 
3 Business Machines.......... 98.0 865 948 92.2 18 Public Utilities............. 38.6 23.3 246 24.7 
2 Bus Lines (1926 Cl—100)... 64.3 43.9 49.3 47.6 3 Radio (1927 Cl.—100)..... 9.9 6.7 7.4 7.3 
Ce re 159.0 135.5 151.3 153.8 9 Railroad Equipment......... 48.0 36.3 43.5 43.4 
18 Conitruction............... 26.1 19.5 22.6 923.0 Oo). Sa’ era 9.4 ies 8.8 8.8 
5 Containers........ 203.7 166.0 182.8 184.7 OS ee eee 2.6 1.6 2.0 1:7 
10 Copper & Brass............ 88.8 688 79.4 80.3 2 Shipbuilding............... 127:5 102.3 1189 121.4 
2 Dairy Products............. 27.6 25.5 270 269 TORO BONION:. 6555s ove v2 82.6 62.8 69.2 69.5 
6 Department Stores.......... 19.7 16.7 19.3 19.7 INE Serer ii6-o.6 ioe RACKS 96.7 ° 17,5 26:3h 26.7 
6 Drugs & Toilet Articles 39.7 39.1 326 32.4 RNY esis sires cA eirin ks 185.7 1610 178.3 177.5 
2 Finance Companies. . 182.3 134.8 141.6 145.1 3 Telephone & Telegraph...... 49.7 33.2 359 36.3 
pp oe ON er 83.8 749 81.2 83.8h WOMEN eis eG hice be hoo 48.5 33.0 40.8 41.3 
De IOERS «os 6 bi0'ees o's ones 45.2 36.7 39.4 3 Tires & Rubber............. 1401 9.5 10.8 10.6 
4 Furniture........... 42.2 336 35.5 SE RMR Fs nooo hs ons asove 73.7 649 68.8 68.7 
2 Gold Mining...... 703.8 587.6 590.2 603.4 B VON HORS 5 6505 oc veces 213.7 184.8 200.3 200.9 
_ 6 Investment Trusts........ 19.2 15.1 15.6 16.1 19 Unclassified (1940 Cl.—100) 105.7 86.3 94.8 95.8 





‘h—New HIGH this year. 
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Answers to Inquiries 





(Continued from page 370) 


creasing tax burdens. At current 
levels, the common stock of Lorillard 
Co. produces a yield of approxi- 
mately 7% and it is our belief that 
your commitment is worthy of re- 
tention. 





Glidden Co. 


Would you recommend additional invest- 
ment in Glidden, common, for an investor 
now holding 75 shares bought at 32? Am I 
right in expecting this stock to be among the 
featured performers of the next advance? 
How is the Company’s profit position being 
affected by the rising price trend in com- 
modities? Are sales continuing at the record 
high level established in March? Where is 
the bulk of the sales improvement taking 
place—in food products?—chemicals?—paints 
and varnishes? Which of these lines offer 
the greatest profit returns? What do you 
know of the Company’s inventory position 
of basic commodities essential to its diversi- 
fied production activities? Is it probable 
that taxes and fixed obligations wll retard the 
common stock? Or does the outlook indi- 
cate that there will be sufficient leeway after 
satisfying these requirements to result in 
marked improvement in income and price 
enhancement for the common shareholders? 

-L.. J. Me., Lincoln, Nebraska. 

Attesting to the improvement in 
operations for Glidden Co. an in- 
terim dividend of 50 cents per com- 
mon share was declared payable 
July 1 to stockholders of record 
June 13, 1941. The last dividend 
was on December 28, 1940, when 40 
cents per share was distributed. 
Sales have been increasing since the 
low of $22,259,953 established in 
1932. There was a slight recession 
in sales in the year 1936 but March, 
1941, set a record at approximately 
$5,490,000, the highest for any 
month in the history of the com- 
pany. It is estimated that full year’s 
sales for the fiscal year ending Octo- 
ber 31, 1941, would approximate 
$60,000,000. For the six months 
ending April 30, 1941, earnings of 
99 cents per common share was re- 
ported as compared with 47 cents 
per share for the comparable period 
last year. Ona twelve months basis, 
ending April 30, 1941, earnings were 
$2.07 per common share as com- 
pared with $2 per share for the pre- 
ceding twelve months period. 


Under normal conditions and 


times, food products account for 


about 50 per cent of sales while 
paints and chemicals account for 
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more than half of earnings. Opera- a tremendous influence upon the 
tions of the company include the earnings of the company. Coupled 


production of food products, paints 
and varnishes, chemicals and _ pig- 
ments. The fluctuation in vege- 
table oil prices, such as we have 
been witnessing in recent weeks, has 


to this factor is the leverage pro- 
vided by the senior securities. Some 
of the products of the oil division 
are linseed, cotton seed and soy bean 
oil, margarine salad dressings, may- 
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onnaise and other foods. A new 
process for the production of iron 
powder was developed in 1940 which 
could have a far-reaching effect upon 
earnings, because this product was 
formerly imported from Sweden. At 
last reports inventory position at 
lower than cost or market was run- 
ning in the nieghborhood of $10,- 
000,000. On an average earnings 
base the company has an estimated 
excess profit tax credit of about 
$1.27 per share, while on an invested 
capital base the exemption is $2.43 
per share. 

It is expected that with the in- 
creasing trend in sales, earnings will 
exceed those of the fiscal year which 
ended October 31, 1940, when $1.56 
per common share was_ earned. 
Dividend distributions during the 
year 1941 are expected to continue 
liberal as has been evidenced by the 
distribution of 50 cents so far this 
year. Profit margins should con- 
tinue favorable particularly so since 
advancing commodity proces should 
aid not only profit margins but per- 
mit sizable inventory profits, more 
than offsetting additional burdens 
brought about by increasing taxa- 
tion. The claim against the Gov- 
ernment for damage to one of its 
properties, which reportedly has not 
been in operation for some time, 
to the extent of $1,853,000 is at this 
time in its infancy. Such proceed- 
ings usually take quite a lot of time 
to be concluded and settled. It is 
our opinion that the outlook for the 
stock of Glidden Co., the earnings of 
which have fluctuated rather widely 
in recent years, dividend distribu- 
tions at times being omitted, ap- 


pears favorable at this time and 
therefore we are counselling the re- 
tention of moderate commitments 
of this stock in diversified portfolios. 





Mathieson Alkali Works, Inc. 


Do your analysts see steady earnings and 
market improvement ahead for Mathieson 
Alkali? I have 50 shares bought at 24 and 
can’t quite make up my mind to hold or sell. 
How do earnings so far to date compare with 
the first half of 1940? Are taxes expected to 
levy an important toll on eurnings? Have 
costs continued to be held down despite in- 
creased volume? Is there any reason to be- 
lieve that existing demand by its major cus- 
tomers represents forward buying which 
should result in a let-down in sales in the 
near future as customers inventories are satis- 
fied for some time to come? Is the Coim- 
pany’s new product “Chlorite” fulfilling ex- 
pectations? . . . Who are its customers? 
Which of the Company’s markets produces 
the largest profit return? ... have the pos- 
sibilities there for 1941 been exhausted? After 
analyzing this stock from every important 
standpoint would you advise me to continue 
holding for appreciation as well as income? 


—F.S. T., Poughkeepsie, N. Y. 


In the first three months of 1941 
the Mathieson Alkali Works, Inc., 
earned 44 cents per common share 
as compared with 39 cents per share 
for the corresponding period of 1940. 
Quarterly earnings for the second, 
third and fourth quarters of 1940 
were 51 cents, 46 cents and 36 cents 
per share respectively, giving a full 
year’s earnings for the year of $1.72 
per share. Being the fifth largest 
alkali producer with a capacity of 
more than 300,000 tons annually, 
Mathieson Alkali Works, Inc., is in 
a favored position in the chemical in- 
dustry. The Lake Charles plant of 
the company has been enlarged in 
order to meet the increasing de- 


mands for synthetic salt cake, the 
capacity of which has been sold out 
for approximately three years. The 
new plant for the production of so- 
dium chlorite which is the new prod- 
uct for the bleaching of wood pulp is 
reported near completion. It was 
first expected to start operations on 
April 1st, but was delayed to the 
early part of July due to the slow 
delivery of essential equipment. In 
recent years the company has been 
endeavoring, and successfully so, to 
enlarge and diversify its field of prod- 
ucts and the new product known as 
chlorite is just one of several which 
have recently been put upon the 
market. Plants have been placed at 
strategic points near sources of raw 
materials and power facilities as well 
as being located close to major mar- 
kets. 

Due to the expansion of the more 
profitable lines such as fused soda 
ash, synthetic salt cake, hypochlo- 
rites, dry-ice and sodium chlorite, 
which account for approximately 
20% of the net, the earnings outlook 
is, of course, improved. In normal 
times less than 5% of sales are for 
export purposes while the rayon in- 
dustry is reportedly the largest con- 
sumer of the company’s products. 
Earnings have been increasing and 
it is expected that 1941 will top the 
earnings in 1937 when $1.81 per share 
was earned. Dividend distributions 
are expected to continue conserva- 
tive, although with any worthwhile 
increase, it is quite possible that 
additional distributions may be 
made at the year end. Even though 
taxes which were $180,000 in the 
first quarter of 1941 as compared 
with $82,212 in the comparable 
period of 1940 are expected to in- 
crease somewhat further during the 
balance of the year, it is our belief 
that the stock of this company is 
worthy of retention at this time. 
The company is well entrenched in 
its field with ample financial back- 
ground and a good earnings record. 
The strong financial position and 
working capital position has been 
created through substantial depre- 
ciation charges which appear to have 
been in excess of requirements for 
new plant outlays and expansion 
programs. Capacity operations are 
expected in view of the ever increas- 
ing importance of the chemical in- 
dustry in mechanized warfare and 
our modern way of life. Therefore 
worthy of retention. 
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Continental Can Co., Inc. 


How do your analysts regard the apprecia- 
tion and dividend prospects for Continental 
Can, common, now? I have 50 shares that 
I bought around current levels, and should 
like to know whether it would be advisable 
to sell, or hold, with some assurance that this 
stock will move ahead marketwise. Do earn- 
ings at this juncture indicate that the trend 
is toward betterment of the $2.82 earned 
last year? Have profits for the first quarter 
kept pace with the 18 per cent rise in sales 
over the 1940 first quarter? Are sales cur- 
rently showing greater improvement? How 
much of a supply of tin does Centinental 
have on hand? Is it capable of fulfilling the 
balance of this year’s production require- 
ments? What should the company’s new 
Mankato packers’ can plant mean in the way 
of increased production? Do you suppose the 
U. S. Defense Program with its emphasis on 
priorities will permit Contnental to fully 
execute its $25,000,000 expansion program? 
Please review this situation for me and 
benefit me with your counsel—R. S., Wash- 
ington, D.C. 


Sales for the year 1938 of Conti- 
nental Can Co. were $85,673,999. 
For the year 1940 they had _ in- 
creased to $101,039,473 and accord- 
ing to results so far in the year 1941 
this trend has continued. For the 
twelve months ending March 31, 
1941, earnings showed a modest in- 
crease to $2.83 per share as com- 
pared with $2.80 for the comparable 
preceding twelve months _ period. 
The annual meeting was held in 
March and up to that time 1941 
sales were approximately 18 per cent 
over the comparable period last 
year. The large containers used in 
vegetable packs as well as the gen- 
eral line cans are expected to record 
further gains this year with the 
probability of setting a new record 
for gross business. Profit margins 
which have increased consistently 
in each of the last three years in 
the face of declining gross margins 
per unit, increasing charges and ex- 
penses such as taxes, depreciation, 
etc., augurs well for the outlook of 
the company at this time. Enlarge- 
ment and improvement of plant 
facilities as well as modernization 
programs to keep facilities in an 
efficient state of being also adds to 
the improving profit margin. As- 
suming favorable crop conditions 
and continuation of the improve- 
ment in prices of most canned foods 
coupled with a further increased 
consumption in 1941, due to ex- 
panding payrolls, requirements of 
the Government in feeding the in- 
creased personnel of the Army and 
Navy and possible demand from 
foreign sources, it appears that the 
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THE NATIONAL CITY BANK 
OF NEW YORK 
Head Office + 55 WALL STREET + New York 
Condensed Statement of Condition as of June 30, 1941 
(In Dollars) 
INCLUDING DOMESTIC AND FOREIGN BRANCHES 
H 
ASSETS 
Cash and Due from Banks and Bankers. ccccccccee $1,030,259,008 
United States Government Obligations (Direct or Fully | 
Gea RCA sos ecco eco alos sare dis Sina wioaieenes 1,148,145,869 
Obligations of Other Federal Agencies. ............+6. 50,725,633 | 
State and Municipal Securities...............2.2-000: 179,531,021 
Oheiew Sect eine eos ov are ooo wae cakieclvecesecevendewes 66,033,697 
Loans, Discounts and Bankers’ Acceptances. .......... 603,571,042 
Real Estate Loans and Securities. ..............-.00. 6,791,688 | 
Customers’ Liability for Acceptances. ..............-- 8,544,513 
Stock in Federal Reserve Bank. eee tienes 4,260,000 } 
Ownership of International Sinking Comenticns paween 7,000,000 | 
UAE RUIN oral w aa wdre wialalecidie.ala-c. examen a cuae cama 40,227,751 
Cine rah eee orn ca Soca ccnnscedeieencmeceus 156,622 
NS ato Senos cews va lennincescdcidans 628,999 
eae aes da es $3,145,875,843 | 
LIABILITIES 
BCR cs cawala ina oxide nea wa due eaters or $2,934,824,738 
Liability on Acceptances and Bills........ $18,275,697 
Less: Own Acceptances in Portfolio...... 6,895,402 11,380,295 
Items in Transit with Branches. . . 2... cess cescccene 25,297,158 
Reserves for: 
Unearned Discount and Other Unearned Income. .... 4,066,655 
Interest, Taxes, Other Accrued Expenses, etc......... 7,606,197 
NEN IAN ra. cHi'5)'ad aay q ars wah aw Ssh rele wee ko et ee 3,100,000 
Wanita vecars sy dad eas toe aaa $77,500,000 
DRIRMIUEE. 6 o:c cio uwiaie ae Save acne ema waa 65,500,000 
EICRWICEE BUOMER 5. 65 ci6 cls ce cescwesccnes 16,600,800 159,600,800 
OVO or aco X or akaverace, eva alc ar eae aa ean aaa $3,145,875,843 





Figures of Foreign Branches are as of June 25, 1941. 


| 

| 

$77,135,911 of United States Government Obligations and $14,177,264 of other assets 

are deposited to secure $57,963,996 of Public and Trust Deposits and for other | 
purposes required or permitted by law. 


Member Federal Deposit Insurance Corporation) 




















favorable trend of the last three — stocks of tin for use at their tin- 
years will be continued. plate mill and for solder. An in- 

The retirement on January 2, crease has also been effected in the 
1941, of 200,000 shares of $4.50 stocks carried at their plants. Our 
cumulative preferred stock out- Government, due to the fact that 
standing with the replacement by _ tin is considered as a strategic metal 
25-year 3% sinking fund debentures _ is setting up a supply of approxi- 
will also aid earnings in the future. mately 75,000 tons, which would be 
Due to this redemption $20,000,000 equivalent to a normal year’s con- 
will be restored to capital surplus sumption in this country. It is be- 


account and a reduction in the capi- lieved that more than this amount 
tal of the company by $20,000,000 is already in or on its way to the 
will be effected. country. 

Since the outbreak of war in It is expected that the new plant 


Europe, Continental Can Co. has at Mankato, Minn., will be com- 
accumulated greater than normal pleted during 1941 and should be a 


379 











Borough of BROOKLYN 





$69,339,149.56 


| ity and accommodation known to 





| KINGS COUNTY TRUST COMPANY 


342, 344 and 346 FULTON STREET 


Statement at the close of business June 30, 1941 


CAPITAL . .$500,000.00 SURPLUS . .$6,000,000.00 UNDIVIDED PROFITS. .$717,000.00 
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|: reer . ; 
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Real Estate. .02220.2211. Tigigaess9 and Contingencies ....... 1,876,893.74 | 
Other Assets ase eae 403,450.66 Official Checks Outstanding. 50,089.09 | 


Our main office is our only office and makes available to its depositors every facil- | 
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favorable factor in future earnings 
of the company. Being located in a 
section important as a canning cen- 
ter, the plant will enjoy ideal ship- 
ping facilities and an abundance of 
raw products. This is just one step 
in the expansion program which we 
feel will be carried on as it will be- 
come increasingly incumbent upon 
the United States to augment the 
food supply going to Great Britain 
and the output of such companies 
as Continental Can would be essen- 
tial in our all-out aid to democra- 
cies. Such an expansion program 
will continue to aid the competitive 
position of the company which, 
through its subsidiaries in Cuba and 
Canada, is becoming of increasing 
importance to the industry. 

With the declaration of a quar- 
terly dividend of 50 cents per share 
payable June 16 to stockholders of 
record May 24, the same payment 
as was made on March 20, it is be- 
lieved that the company will con- 
tinue the payments of quarterly 
dividends over the near term. All in 
all we feel that the future of the 
company at this time is sufficiently 
promising to warrant retention of 
semi-investment commitments. 





Electric Storage Battery Co. 


Why is it that Electric Storage Battery is 
currently selling around 297 When you con- 
sider that it serves the auto industry now at 
peak production capacity ... the important 
place of this Company’s products m the pro- 
duction of airplanes, submarines . tmport- 
ance to telephone service, power, railroads, 
etc., earnings of this Company should be the 
best in its history with its stock way out in 
front among the market leaders. What ap- 
pears to be the “fly in the ointment”—tazes? 

+aw material costs?—dabor?—inabiity to 
raise prices? or all? Will you kindly 
analyze this Company for me in the light of 
all factors affecting it, yiving me earnings to 
date—outlook and your judgment of its 
appreciation possibilities from now on. I hold 
100 shares which cost me 47°4.—-N. K., Provi- 
dence, R. I 


The manufacturing of submarine 
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batteries have always been and still 
are the major volume of direct or- 
ders from the government for electric 
storage battery companies but the 
present day importance of mechan- 
ized units such as the air arms and 
other divisions utilizing batteries, is 
of extreme help to the future of this 
company. In addition to that, the 
company’s products are used in con- 
nection with the distribution of tele- 
phone service, transferring of elec- 
tric current, transportation by means 
of boats, buses, railroads and air- 
planes, broadcasting, emergency 
lighting for hospitals, schools, etc., 
power for locomotives and industrial 
trucks as well as numerous other 
allied and important uses through- 
out industry as a whole. Shortly 
after the beginning of the second 
half of 1940 there was an increase in 
business activity due to the defense 
program. The sales volume of the 
company for the year was largely due 
to the company’s part in this pro- 
gram. It not only supplied batteries 
directly to the government but to 
those companies who in turn have 
defense orders. As a result of these 
factors an increase in all divisions of 
the company’s business, that is all 
types of batteries was experienced. 
Increasing volume of a distributor’s 
type throughout the various types 
of products adds to profit possibili- 
ties as fixed overhead has in the past 
remained rather stable. Competitive 
position is good although prices in 
the industry are very keen. The 
company recently gave an increase 
in wages to their employees and in 
the past has had a record of being 
fair to its employees as well as to 
stockholders. 

The tax burden for the year 1940 
totalled $2,058,972 an increase of 
37%, over 1939 and amounted to 
$2.27 per share on the outstanding 
capital stock of the company or 
$6.21 for each $100 of sales. During 


the year 1940 the company paid 
dividends at the rate of $2.00 per 
share completing with the Septem- 
ber distribution 160 consecutive 
quarterly dividends paid over the 
last forty years constituting an un- 
broken quarterly dividend record. 
The Canadian companies likewise are 
experiencing an increasing volume of 
business due in the main to the 
emergency demands by their govern- 
ment. 

Financial position of the company 
at the close of 1940 was represented 
by total current assets of $27,600,- 
448 as compared with total current 
liabilities of $4,258,007. Capitaliza- 
tion which is void of funded debt is 
represented by 1,256 shares of cumu- 
Jative preferred stock and 906,554 
shares of common stock. 

Priorities could have an adverse 
effect upon the outlook for this 
company but we feel that this is con- 
siderably minimized by the obvious 
importance of mechanized units in 
current day warfare. The importance 
of the company in its field would 
appear to place the company in a 
favorable position. The outlook at 
this time is sufficiently promising to 
warrant retention of the stock both 
from an earnings and a dividend 
standpoint. 





National Cash Register Co. 


I am exceedingly anxious to know how you 
regard the prospects for National Cash Regis- 
ter now. My holdings in this Company 
amount to 60 shares acquired at 31. I am in- 
terested in knowing how sales and earnings 
are proceeding at the present time—in view 
of the recent 10% advance in wages and 5% 
increase in the price of the Company’s prod- 
ucts—also what part of earnings can be at- 
tributed to the Company’s participation in 
arms orders? Is it your opinion that earnings 
for 1941 should equal the $241 earned in 
1937? Have domestic and Latin American 
sales increases made up for foreign losses? 
Do you believe that from now on this stock 
should show marked improvement commen- 
surate with improvement in earnings? One 
more vital question I should like to ask 
concerns itself with the effect of government 
priorities over raw materials used in the pro- 
duction of business machines—What will this 
mean to National Cash Register?—Mrs. V. E., 
Ann Arbor, Michigan. 


In the quarter which ended March 
$1, 1941, National Cash Register Co. 
earned 30 cents per common share 
as compared with 29 cents per share 
for the corresponding period last 
year. For the full year 1940, $1.26 
per common share was earned as 
compared with $1.10 per share for 
the year 1939. Consolidated net sales 
for the year 1940 showed an increase 
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of approximately 3.3% over results 
for 1939. Domestic sales increased 
10.2% for the same period. Over- 
seas sales during the year 1940 were 
31.6% of consolidated net sales show- 
ing a decrease of 9% compared with 
the last year. In the first quarter of 
1941 territorial distribution of pro- 
fits was represented by Canada 
—$52,587, England—$15,216, other 
British possessions—$11,525, Con- 
tinental Europe—$1,836, Latin and 
South America—$32,985 and the Far 
Fast —$3,054, giving a total after 
taxes of $117,205. At the close of 
1940 the financial position of the 
company was strong with total cur- 
rent assets of $28,241,599 including 
inventories at cost or market, which- 
ever was lower of $9,950,980, as com- 
pared with total current liabilities 
of $5,111,757. Investments in foreign 
companies and branches at the close 
of the year was represented by 
British Empire of $5,313,056, Latin 
and South America of $2,109,389, 
other foreign countries of $960,909. 
The capitalization at the close of the 
year was represented by $6,000,000 
of 314% sinking fund debentures of 
1953, the coupon rate of which was 
lowered to 214% effective as of Feb- 
ruary 1, 1941, while equity interests 
were represented by 1,628,000 shares 
of common stock without par value. 

Domestic sales during the early 
part of 1941 showed a sharp increase 
over a year ago with the accounting 
machine division showing the larg- 
est amount of gain, even more so 
than cash registers. The wage in- 
creases recently granted to employ- 
ees covering a period of one year is 
being offset to a large extent by 
higher prices for company’s prod- 
ucts. War orders and defense busi- 
ness is growing and the company’s 
production of ammunition compon- 
ents is just getting under way and 
is expected to reach maximum out- 
put in the latter part of the year or 
early 1942. It is believed that the in- 
creasing trend in domestic sales will 
more than offset the continued de- 
cline in foreign sales and aided by 
increased earnings from national de- 
fense business either direct or indi- 
rect, your commitment in this stock 
is worthy of retention at this time. It 
is felt that dividend distributions 
during the year 1941 will compare 
favorably with those of 1940 and 
that the stock, not particularly a 
market performer, will be influenced 
by general market conditions and 
act accordingly. 
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AMERICA 


The new United States Defense 
Savings Bonds and Stamps give all 
of us a way to take a direct part in 
building the defenses of our country. 


This is the American way 
to provide the billions 
needed so urgently for 
National Defense. 


sx United States 5% 
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Mid-Continent Petroleum Corp. 


I have 200 shares of Mid-Continent Petro- 
leum bought at 29%, and am vitally inter- 
ested in what you think of this stock’s appre- 
ciation prospects under existing oil condi- 
By operating in the “mid-continent” 
area will this Company be unaffected by 
government attempts at Have 
Mid-Contiment gasoline and fuel oil prices 
risen in line with the general price rise despite 
the fact that this Company has not been 
«flected by transportation shortages? I un 
derstand that the present level of prices is 
only slightly below the 1937 level. What did 
the Company earn then, and what was the 


tions. 


rationing? 


price of the stock? Are sales now equivalent 
lo 1937? Is OPM regulation of oil prices im 
prospect now? Is the Company's $1,000,000 
D-X Motor Fuel plant in full oper- 
ation now? Is the U.S. Government purchas 


ing the Company's high octane aircraft gaso 


new 


line? In rising to its current price, to what 


extent have current and future prospects bee 


H,. H.. New York, N.Y. 


discounted? 


In the first three months of 1941, 
Mid-Continent Petroleum earned 28 
cents per common share as against 
78 cents per share for the correspond 
ing period of 1940. For the full year 
1940 $1.60 per share was earned com 
pared with $1.43 per share in 1939. 


As of March 31, 1941, total current 
assets were $25,655,014 including 
$12,781,492 in cash and short term 
United States Government treasury 
notes as compared with total current 
liabilities of $3,317,183. 

It is not believed that this com- 
pany will be adversely affected in 
the event of rationing of oil since it 
is located in a territory not affected 
by shortage. Earnings will be aided 
hv the company’s importance in the 
production of lubricants upon which 
in the past there has been a good 
profit margin. It is a small but com 
plete oil unit with producing and 
undeveloped properties aggregating 
ipproximately 772,000 acres mainly 
in Kansas, Texas, Oklahoma and 
New Mexico. A pipeline is also Oper 
ated to the company’s refinery in 
Oklahoma having a daily capacity 
of approximately 40,000 barrels. Lt 
also has other interests in pipelines 
and is believed to be one of the bet 
ter situated oil companies. There 
has been some discussion as to price 
fixing for gasolines and it is quite 
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possible that if a runaway market 
should develop, that some such curbs 
would be imposed upon prices. In 
1937 earnings of $2.86 per share were 
reported while the range in price for 
the stock was 353g high—14 low, 
compared with earnings of $2.57 per 
share in 1936 with a market price of 
307% high—1714 low. In the latter 
part of 1940 it was reported that the 
company had completed the instal- 
lation of more than $1,000,000 of 
equipment at its refinery for the 
production of the new D-X lubricat- 
ing motor fuel. With the extension 
of the mechanized forces and the in- 
creasing importance of aircraft, the 
new high octane gasoline will be an 
important factor and should aid com- 
pany’s earnings in the future. It is 
our belief that the current semi-an- 
nual dividend of 40 cents per share 
will be maintained. At current levels 
il does not appear that the stock has 
discounted the favorable factors for 
the oil industry. The financial posi- 
tion of the company is strong and it 
is our recommendation that you re- 
tain your current commitment feel- 
ing that the future is sufficiently 
promising to warrant an optimistic 
outlook. 





New Impetus for Chemicals 





(Continued from page 365) 


resins are the bases for the new 
plastics and they are made in some 
quantity or other by many chemical! 
manufacturers but principally by 
duPont, American Cyanamid, East- 
man Kodak, Monsanto, Hercules 
Powder and Union Carbide Co. 

No boom in industrial activity 
has ever failed to produce a similar 
reaction in the demand for mineral 
acids which includes sulfuric, hydro- 
chloric and nitric acids. Of these, 
sulfuric acid is probably the most 
important for it is employed di- 
rectly or indirectly in practically 
every branch of industry. The steel 
makers are perhaps the greatest in- 
dividual consumers of sulfuric acid 
and they are closely followed by the 
petroleum industry which uses the 
acid in its many refining processes. 
However, most of the sulfuric acid 
sold goes to the fertilizer industry 
where it is converted into several 
sulphates used for plant food and 
soil conditioning. The same acid 
also plays an important part in the 
manufacture of explosives. The 
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acid-producing capacity of the in- 
dustry was expanded considerably 
during 1940 and additional capacity 
is planned for this year. When com- 
pletely installed, it is estimated 
that there will be ample production 
capacity to take care of even the 
most extraordinary demands for 
the acid. DuPont, Allied Chemical, 
American Cyanamid, Monsanto and 
Pennsylvania Salt are among the 
largest producers of sulfuric acid in 
this country. 

Approximately 70 per cent of the 
native sulphur produced in the 
United States is used in the manu- 
facture of sulfuric acid. Almost 20 
per cent more is used in the making 
of sulfurous acid employed mainly 
by the paper and wood-pulp manu- 
facturers. About 85 per cent of the 
sulphur produced in this country 
and 65 per cent of the world’s out- 
put comes from Texas Gulf Sulphur 
and Freeport Sulphur Co. The re- 
mainder of the sulphur produced in 
the United States comes mostly 
from the treatment of iron and cop- 
per pyrites with a smaller amount 
from industrial flue gases and _ pe- 
troleum vapors. These two sulphur 
companies are in a favorable posi- 
tion at the present and the only 
uncertainty in their case is that both 
of the states in which the principal 
sulphur deposits are located are 
prone to tax production heavily. On 
the other hand, stocks of sulphur 
now above ground in each instance 
are of ample size to supply the most 
active demand for the mineral. 

The other mineral acids are in 
equally as high demand as sulfuric 
acid but their combined annual pro- 
duction value is approximately only 
2 per cent of that of sulfuric acid. 
Nevertheless, nitric acid is impor- 
tant in the making of munitions 
and cellulose plastics, although in 
order to obtain ample emergency 
production volume it is necessary 
for the Government to build plants 
of its own. Phosphoric acid is a 
relatively new addition to volume 
produced acids but it is gaining in 
importance in the manufacture of 
edible phosphates, detergents, plas- 
tics, rustproofing of steel and water 
treatment. 

As a group, the chemical shares 
are apparently well deflated when 
considering potential business and 
well sustained earnings. Accord- 
ingly, if given more favorable than 
current market conditions, the 


group should make a better than 
average showing. 





Investing in Special 
Situations 





(Continued from page 359) | 


arriving at the final choice. In the 
current market an abnormally high 
yield on common stocks is the rule 
rather than the exception and to 
that extent the implied danger to 
dividends may in many instances be 
more apparent than real. 

In a tabulation which appeared in 
a previous issue of THe Macazine 
or Wau Street (May 3, 1941), it 
was shown that among the shares of 
companies which had paid dividends 
for ten years or longer, without in- 
terruption, many were today quoted 
at prices which would still afford a 
reasonable return, even if dividends 
over the next year or longer were no 
larger than were paid in 1932, at the 
very nadir of the last depression. 
Viewed in this light such issues, at 
the present prices, would seem to 
be making a very generous allowance 
for such contingencies as may lie 
ahead. 

In this discussion, and preceding 
ones, stress had been laid on the in- 
vestment opportunities afforded by 
medium and second grade bonds and 
preferred stocks and_ high-yielding 
common stocks. This may have 
given some readers the impression of 
a general policy of “trading down” 
high grade bonds and other types of 
securities for securities frankly con- 
ceded to be of lower grades. Such an 
impression would be wholly errone- 
ous. 

The point to be always borne 
in mind is that investment, whether 
it involves a few thousand dollars 
or a much larger sum, cannot be 
fitted into a hard and fast set of 
rules. It must be adjusted not only 
to individual needs and circum- 
stances but to the dynamic changes 
which are constantly in the making 
in our economy, in industry and in 
finance. 

These discussions are intended to 
be helpful, rather than dogmatic. 
We hope it may not be necessary 
to repudiate them in six months, 
but we concede that there is always 
the possibility that some new and 
unforeseen force may then prevail. 
That’s just plain common sense. 
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Frozen Foreign Assets of 
United States Companies 





(Continued from page 362) 


the management decided that a 
larger reserve should be carried 
against the many contingencies af- 
fecting foreign investments. War 
conditions, it was felt, not only in- 
volve exchange losses and damage 
or loss of physical properties, but 
also affect future operating condi- 
tions, markets and earnings power. 
After careful consideration it was 
concluded that the reserve against 
the company’s foreign investment 
should be about $30,000,000, or 
nearly one-half the total investment 
of subsidiary companies doing busi- 
ness in foreign countries. 

Any analysis of the company’s 
foreign holdings, however, must 
bring out the point that the reserve 
of $30,000,000 for foreign investment 
is about equal to the cash dividends 
received by the company on its for- 
eign investments during the last 12 
years. In addition to dividends re- 
ceived from foreign subsidiaries, the 
company has earned a profit on goods 
manufactured in the United States 
and sold to foreign subsidiaries. Sig- 
nificant it is, too, that this export 
business not only has provided a rea- 
sonable profit over a period of 
years, but it has absorbed its portion 
of the overhead costs of United 
States factories, and has increased 
American employment. 

Finally, there may be taken as a 
representative example the case of 
Eastman Kodak. The company at 
the end of 1940 had investments in, 
and advances to, subsidiary compa- 
nies and branches not consolidated 
totaling $23,460,989 (including $2,- 
681,014 receivables), consisting of 
$6,861,159 in the British Isles, $13,- 
221,820 in Continental Europe and 
$3,378,010 in Africa, Asia and Aus- 
tralia. Total assets approximated 
$214,000,000. It is noteworthy that 
the underlying net tangible assets of 
foreign subsidiaries, converted into 
United States dollars, exceeds the 
cost of the investment by about 
$8,000,000. 

Kodak’s foreign subsidiaries situ- 
ated outside the Western Hemi- 
sphere are understood to have oper- 
ated successfully despite the war, 
hut because of the uncertainties of 
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the future, the company has deemed 
it wise to build up a huge reserve to 
cover extraordinary potential losses. 
To this end, officials added $10,000,- 
000 from earned surplus in 1940 to 
the reserve for contingencies. Giv- 
ing effect to this transfer, the reserve 
at the close of last year approxi- 
mated $22,772,317. Thus, the entire 
foreign investment of $20,779,975, 
and most of the receivables of $2,- 
681,014, could be charged against 
this reserve, without further reduc- 
ing earned surplus. 

From these various examples, it is 
evident that considerable anticipa- 
tory action toward sharply writing 
down — or completely offsetting 
through reserves—of foreign assets 
has been taking place. As a matter 
of fact, it is entirely reasonable to 
expect that many of these properties 
will be unharmed by the war, and 
will either be operated again after 
the war or will be sold to interests 
in the foreign countries where the 
properties are located. In these cases, 
there naturally will be a reward for 
conservatism—either through a fa- 
vorable readjustment of such re- 
serves or the upward re-appraisal of 
property values. 





Security Price Outlook In 
New War Phase 





(Continued from page 345) 


than a relatively short distance into 
the future. We don’t know whether 
we are in the early phase of what 
will prove to be a major advance or 
whether it will be merely an inter- 
mediate recovery. For that matter, 
at this writing, we have not yet seen 
closing average prices of industrials 
and rails decisively above previous 
short-swing rally highs. But we be- 
lieve those highs will be bettered— 
after which the next strongly defined 
resistance level would be around the 
January high of 133-134, Dow-Jones 
industrial average. 

Conclusion: We are willing to 
stand pat on the buying recommen- 
dations made in this analysis a fort- 
night ago, subject to the reservation 
that a resonable margin of liquidity 
—and of protection — 
should be maintained against the 
contingency of “accidents.’-—Mon- 
day, July 7. 


stop-loss 





Showdown in the Pacific: 
Soon—or Never? 





(Continued from page 356) 


Japanese military party could hardly 
be expected to refuse to do so, if the 
Nazis held out to them the prospect 
of reward in the form of occupation 
of the Maritime Province of Siberia, 
rich in oil and metals. Such occu- 
pation would, moreover, practically 
remove the threat of air attack upon 
Japan’s cities. 

A huge Nazi controlled economic 
bloe stretching from the Atlantic 
to the Pacific would, however, con- 
tain danger to Japan. Because of 
her still weak industrial set-up, 
Japan would before long be bound 
to lose her independence and become 
but a junior partner, much like 
Italy, in Hitler’s drive for the con- 
quest of the world. In such a case 
it would not be unlikely that the 
Germans would roll up the Chinese, 
as they rolled up the Greeks for the 
Italians. 
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WINGS OF VICTORY 
IVOR HALSTEAD. 


E. P. Dutton. 221 pp. $2.50 

A history of the R. A. F. from its beginning. 
It gives the story of the gallant fight made by 
the young men in Britain’s air war in France 
and later in England. Outnumbered they were, 
but never outfought. Twenty-six pages of il- 
lustrations. 


>> @ «K« 

PREPARE FOR PEACE! 
HENRY M. WRISTON 
Harper and Brothers. 275 pp. $2.50 

The author advocates the establishment of 
a Peace college under the Department of State. 
To obtain a decent world order, adequate pre- 
parations for peace are necessary. It refutes 
the charge that democracy must go totalitarian 
to defeat totalitarianism. eee 


>> @ «« 

FISCAL POLICY AND 
BUSINESS CYCLES 
ALVIN H. HANSEN 
W. W. Norton Co. 462 pp. $3.75 

The author deals with the problems of the 
depression, partial recovery and the war and 
their relationship to American fiscal policy. 
Professor Hansen writes of our defense pro- 
gram and of post-defense and post-war prob- 
lems. A book to be read by anyone interested 
in our national economy. 


>> @ «&« 
Edited by J. W. DAFOE 
Farrar & Rinehart. 280 pp. $2.00 

A very well written account of Canada’s war 
effort. The arming and training of men for 
the army, navy and airforce was a tremendous 
problem, for Canada on the eve of war was an 
unarmed nation. 

These books may be secured by writing the 

Magazine of Wall Street Book Dept. 
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On the other hand, if the Russian 
forces held and the Nazi panzers are 
bogged down in the marshes of White 
Russia, Japan’s attitude toward the 
Western Powers would certainly be 
even more conciliatory than in re- 
cent months. In such case, a com- 
promise settlement of the Chinese 
situation would not be surprising. 

In any case, it seems that the divi- 
sion of the world into a few economic 
blocs, which up to the outbreak of 
the Russo-German war seemed as 
the logical outgrowth of the Second 
World War, will no longer hold. 
More likely the world will be di- 
vided into two camps: in one will 
be the countries controlled by the 
Nazi Germany; in the other, the 
rest of the world. 

Before long, Japan will have to 
make up her mind into which camp 
she wants to belong, for she has 
overstrained her resources too far to 
stand entirely alone much longer. 





Another Look At... 





(Continued from page 369) 


full effect of the new tax laws were 
not apparent in the most recent 
earnings statement. It is the opin- 
ion of the management, however, 
that the invested capital option of 
the present law would afford the 
company protection from excess 
profits taxes for the present, at least. 

The outlook is for continued high 
volume of sales and it may be possi- 
ble that coal prices will be suffi- 
ciently advanced in the future to 
take care of any further increases in 
operating costs and labor. Earnings, 
therefore, should continue at ap- 
proximately recently reported levels, 
although no sharp rise is in immedi- 
ate prospect. Since the company’s 
sales have long fluctuated in sympa- 
thy with industrial operations in its 
territory, business should continue 
good as long as the company’s cus- 
tomers continue active. 


United Electric Coal Companies 


United Electric Coal Companies 
is one of the few coal miners in this 
country working its properties by 
the “strip” method. This involves 
an open pit where the coal is mined 
by the aid of power-driven shovels. 
The coal is of the bituminous variety 
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and the properties are located 
mostly in Illinois with two lesser 
properties in Indiana. The coal finds 
a market in St. Louis and Chicago. 
Approximately 60 per cent of the 
output is taken in equal proportions 
by railroads and public utilities 
while the remainder is sold to indus- 
try and for domestic purposes. The 
coal is not of the highest coking 
qualities but is satisfactory for most 
uses and its recovery cost is low in 
comparison with shaft or drift meth- 
ods of mining in competing coal min- 
ing areas. 

Earnings have been modest, al- 
though at the company’s mid-year 
period (January $1) _ indications 
were that earnings for the fiscal 
period, which ends July 31, would be 
the best for a number of years. For 
the 6 months’ period, the company 
reported a profit equal to about 38 
cents a share as compared with 
27 cents a share in the same period 
of a year ago. However, in April 
of this year the company experi- 
enced a coal strike which the man- 
agement estimates resulted in an 
cperating loss of about $108,000. 
After depreciation charges, a loss of 
$51,154 was reported for the April 
quarter which reduced the nine 
months’ earnings to 28 cents a share 
as compared with $7 cents a share in 
the same period of 1940. However, 
in the third quarter, depreciation 
charges were approximately $21,000 
higher than a year ago while other 
charges were $8,000 higher. As an 
offset to this, a credit for taxes of 
$33,600 more than compensated for 
the increase in other fixed items. 

The demand for coal has not 
«bated and if the southern mines 
go out on strike as planned, United 
Electric will find an increased de- 
mand for its product in territories 
now partly served by southern coal 
producers. With labor difficulties 
out of the way for the present, at 
least, the company should be able 
to report a very satisfactory fourth 
quarter and it is probable that the 
loss of the third quarter will be re- 
covered with something to spare. 
Over the longer term it is possible 
that the company will have one of 
the best periods of its career and 
that interest on the company’s in- 
come bonds will be continued. Due 
to taxes and high costs, there is little 
probability that there will be any 
recurrence of the high earnings of 
the last decade. 





How—By Whom and Where 
—Will Our $100 Billion Na- 
tional Income Be Spent? 
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purchasing power. As will be noted 
from the map published with this 
article, the most favored areas in- 
clude those through the industrial 
heart of the nation. The four lead- 
ing states are California, New Jer- 
sey, New York and Pennsylvania. 
Others are Connecticut, Massa- 
chusetts, New Hampshire Rhode 
Island, Delaware, Maryland, Ohio, 
Indiana, Illinois and Michigan. As 
a matter of fact, the concentration 
of defense contracts in certain areas 
may be a major factor in changing 
the states’ distribution of national 
income this year. The Pacific Coast, 
with its great aircraft and_ ship- 
building industries, is coming up 
relatively fast. 

Since last fall, California, Oregon 
and Washington have received al- 
most one-sixth of all national de- 
fense contracts awarded. These 
states last year accounted for only 
something over 7% of the popula- 
tion and 9.4% of the national in- 
come. The South Atlantic area like- 
wise is coming up, having been 
awarded almost 15% of all defense 
contracts to date, principally for 
ships. Current strategy is running 
strongly to extensive sub-contract- 
ing, which would tend to spread the 
work more and speed it along. This, 
of course, would improve regional 
income in some outlying areas. 

While the subject of national in- 
come and spending is, in even its 
most confined status, an enormous 
one, its ramifications are so vast 
(touching upon inflation, Govern- 
ment expenditures, the priority and 
price control system, labor trends, 
taxes, etc.) that we suggest to the 
reader who wishes thoroughly to 
understand the subject and to round 
out his business and economic back- 
ground, that he also read John D. C. 
Weldon’s article on “Inflation” in 
the June 14, 1941, issue of Tue 
MacazinE OF WALL StreeT, as well 
as Ward Gates’ “Varying Effects of 
Third Quarter Industrial Transi- 
tion” and J. C. Clifford’s “From 
Surplus to Scarity”—both the latter 
in the June 28, 1941. issue. 
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